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0
00:00:02.385 --> 00:00:03.785
Hi guys, welcome in.

1
00:00:04.125 --> 00:00:06.625
I'm Alicia and I'll be your lecturer for today.

2
00:00:07.645 --> 00:00:10.625
Um, so on the screen here, you can see all

3
00:00:10.625 --> 00:00:14.145
of the free resources that ATAR notes provides for you guys,

4
00:00:14.485 --> 00:00:17.145
and then as well as the other study of resources

5
00:00:17.175 --> 00:00:20.515
that you can find, um, at ATAR notes plus.

6
00:00:23.095 --> 00:00:26.435
So for today's lecture, just a little bit about me first.

7
00:00:26.535 --> 00:00:30.315
So I graduated year 12 in 2021 with an ATAR

8
00:00:30.315 --> 00:00:35.235
of 94.95, and right now I'm studying a double degree of it

9
00:00:35.335 --> 00:00:36.595
and science at Monash.

10
00:00:39.385 --> 00:00:42.335
Today we'll be having two main content blocks

11
00:00:42.485 --> 00:00:46.535
with a short break in between and then at the end, um,

12
00:00:46.595 --> 00:00:48.415
and then throughout the lecture we'll also be

13
00:00:48.415 --> 00:00:49.655
having a q and a.

14
00:00:50.315 --> 00:00:52.295
So feel free to ask any questions

15
00:00:52.295 --> 00:00:54.215
that you have throughout the lecture.

16
00:00:54.485 --> 00:00:56.615
Feel free to ask them as they pop into your head,

17
00:00:56.635 --> 00:01:00.095
and then, um, those will be answered for you immediately.

18
00:01:07.045 --> 00:01:09.295
Okay, so we'll get started with the content for today.

19
00:01:13.685 --> 00:01:18.145
So when it comes to how we should approach theory questions

20
00:01:18.405 --> 00:01:22.185
and how we should be writing our theory responses, um,

21
00:01:22.405 --> 00:01:26.385
in our sacks and in our exam, um, there are three

22
00:01:27.155 --> 00:01:28.705
goals that we need to be hitting.

23
00:01:29.445 --> 00:01:33.145
So, um, first of all, if the question is asking us

24
00:01:33.165 --> 00:01:36.065
to identify a specific term, so for example,

25
00:01:36.125 --> 00:01:38.585
if the question is asking, um,

26
00:01:40.245 --> 00:01:43.865
how do we classify bank, um, cash App bank,

27
00:01:43.885 --> 00:01:45.465
how do we classify cash App Bank?

28
00:01:45.965 --> 00:01:48.505
So what is what that question is asking you

29
00:01:48.505 --> 00:01:52.585
to identify is the term, so the classification, so in

30
00:01:52.585 --> 00:01:56.745
that case it would be, um, a current asset, right?

31
00:01:57.685 --> 00:02:00.865
Um, so that would be the identify part of that question,

32
00:02:01.045 --> 00:02:03.865
but you can't get the full marks for that question just

33
00:02:03.925 --> 00:02:05.225
by identifying the term.

34
00:02:05.325 --> 00:02:08.705
So just by stating the classification, you also have

35
00:02:08.705 --> 00:02:11.065
to go further and define that term.

36
00:02:11.165 --> 00:02:14.585
So you've stated the term, um, current asset, so you'll need

37
00:02:14.585 --> 00:02:16.225
to define that, um, term.

38
00:02:16.645 --> 00:02:19.705
So write the full correct definition for

39
00:02:19.785 --> 00:02:21.505
that term in your response.

40
00:02:22.205 --> 00:02:25.265
And then thirdly, you also need to link it back

41
00:02:25.645 --> 00:02:28.185
to the specific scenario in the question.

42
00:02:28.325 --> 00:02:30.745
So a lot of the times with accounting, um,

43
00:02:30.745 --> 00:02:34.425
accounting questions, um, there'll be like a paragraph

44
00:02:34.645 --> 00:02:38.625
or a few sentences of background context

45
00:02:39.285 --> 00:02:43.755
or, um, yeah, just like an introduction

46
00:02:43.815 --> 00:02:46.715
to the question before they actually ask you

47
00:02:46.715 --> 00:02:47.995
what they wanna be asking you.

48
00:02:48.495 --> 00:02:50.995
So for example, it'll tell you the name of the business,

49
00:02:51.455 --> 00:02:55.795
the owner, um, how the business, um, what,

50
00:02:56.695 --> 00:02:59.845
uh, methods the business uses, et cetera, et cetera.

51
00:02:59.845 --> 00:03:01.725
It might tell you the time period

52
00:03:01.795 --> 00:03:04.325
that you are reporting in stuff like that.

53
00:03:04.705 --> 00:03:06.725
And that is what we call the context

54
00:03:07.225 --> 00:03:10.505
or the, the background

55
00:03:10.655 --> 00:03:12.585
information on the question.

56
00:03:13.205 --> 00:03:14.585
So third mark,

57
00:03:14.645 --> 00:03:19.025
or what examiners are really looking for is, um, students

58
00:03:19.125 --> 00:03:23.185
who are able to link their responses, their theory answers

59
00:03:23.855 --> 00:03:26.025
back to the context of the question.

60
00:03:26.525 --> 00:03:27.785
So for example, um,

61
00:03:28.735 --> 00:03:32.585
that might just be saying the specific amount that was that,

62
00:03:32.885 --> 00:03:34.305
um, current asset.

63
00:03:35.265 --> 00:03:37.725
Um, yeah, even just that.

64
00:03:37.985 --> 00:03:42.045
Or when it comes to other theory questions specifically, um,

65
00:03:42.905 --> 00:03:44.325
you know, uh, discuss

66
00:03:44.785 --> 00:03:47.845
or explain questions that are a little bit more

67
00:03:48.605 --> 00:03:49.895
complicated questions.

68
00:03:50.435 --> 00:03:53.975
Um, that's where linking it back to the context

69
00:03:53.995 --> 00:03:56.495
of the question is really, really helpful.

70
00:03:57.075 --> 00:03:58.735
And it can, um,

71
00:04:01.645 --> 00:04:03.905
It can get you those extra marks.

72
00:04:03.965 --> 00:04:06.545
So it will take you from getting like a four outta six

73
00:04:06.645 --> 00:04:07.865
to a six outta six.

74
00:04:08.725 --> 00:04:10.425
So, and that's what we wanna be aiming for, right?

75
00:04:10.425 --> 00:04:12.065
We wanna be aiming to get four marks.

76
00:04:15.835 --> 00:04:18.855
Um, and then just in general, definitions are super,

77
00:04:18.905 --> 00:04:20.695
super important in accounting.

78
00:04:21.315 --> 00:04:24.575
Um, pretty much you cannot, it's impossible

79
00:04:24.635 --> 00:04:29.055
to get full marks on pretty much any theory question if you

80
00:04:29.055 --> 00:04:30.055
don't know your definitions.

81
00:04:30.635 --> 00:04:34.375
Um, and a lot of the easier, um, theory questions

82
00:04:34.375 --> 00:04:37.865
that are just like, um, you know, referring

83
00:04:37.865 --> 00:04:40.185
to one qualitative characteristic, you need to be able

84
00:04:40.185 --> 00:04:42.065
to know all the qualitative characteristics,

85
00:04:42.245 --> 00:04:43.745
and you need to know the definitions

86
00:04:43.885 --> 00:04:45.145
for all of the characteristics.

87
00:04:45.645 --> 00:04:47.985
And the same goes for the accounting assumptions

88
00:04:48.565 --> 00:04:50.025
and for the accounting elements.

89
00:04:50.085 --> 00:04:54.035
So assets, liabilities, and that non-current, current

90
00:04:54.175 --> 00:04:55.275
and non-current as well.

91
00:04:55.895 --> 00:04:59.315
Um, the definition of owner's equity, the definition

92
00:04:59.315 --> 00:05:02.755
of revenues, the definition of expenses, you need

93
00:05:02.755 --> 00:05:04.155
to know all of those definitions.

94
00:05:10.975 --> 00:05:13.755
So when we go back to the basics of accounting,

95
00:05:14.055 --> 00:05:17.755
the entire purpose of accounting, the whole reason that, um,

96
00:05:17.755 --> 00:05:21.565
accounting exists is, um, the role of the accountant is

97
00:05:21.625 --> 00:05:25.445
to provide financial information to the business owner,

98
00:05:25.625 --> 00:05:28.205
to whoever owns the business, um, so

99
00:05:28.205 --> 00:05:30.645
that the owner can make informed business

100
00:05:30.845 --> 00:05:32.045
decisions about their business.

101
00:05:32.865 --> 00:05:37.045
Um, and in this course, so VCE accounting units three

102
00:05:37.045 --> 00:05:39.925
and four, we primarily focus on smaller businesses.

103
00:05:40.425 --> 00:05:42.565
And so because we focus on small businesses,

104
00:05:42.565 --> 00:05:44.805
usually it's just one business owner.

105
00:05:45.425 --> 00:05:47.805
Um, but you could, there could also be accountants

106
00:05:47.905 --> 00:05:51.045
for big corporations where there are multiple owners

107
00:05:51.265 --> 00:05:55.485
or, um, you're also advising shareholders as well.

108
00:05:56.465 --> 00:05:59.445
But, um, in the context of VCE accounting,

109
00:05:59.445 --> 00:06:01.965
we're only talking about small businesses,

110
00:06:01.985 --> 00:06:05.125
and we're also only talking about, um, trading businesses.

111
00:06:05.425 --> 00:06:07.885
So we're not worrying about businesses

112
00:06:07.885 --> 00:06:08.965
that provide a service.

113
00:06:09.545 --> 00:06:11.965
Um, for example, a massage place, right?

114
00:06:11.965 --> 00:06:13.365
Like the whole, um,

115
00:06:13.715 --> 00:06:17.405
product being offered at masseuse is the

116
00:06:17.405 --> 00:06:18.565
massages, which is a service.

117
00:06:19.105 --> 00:06:21.125
Um, instead of talking about those types

118
00:06:21.125 --> 00:06:23.325
of businesses in VCE units, three

119
00:06:23.325 --> 00:06:24.405
and four of accounting,

120
00:06:24.705 --> 00:06:26.885
we only talk about trading businesses.

121
00:06:26.885 --> 00:06:29.925
So that refers to businesses that, um,

122
00:06:30.485 --> 00:06:34.805
purchase like some sort of physical product from a supplier,

123
00:06:35.225 --> 00:06:37.965
and then they will mark up the products.

124
00:06:37.985 --> 00:06:41.285
So, um, basically they'll sell the

125
00:06:41.285 --> 00:06:42.805
products for a higher cost.

126
00:06:42.865 --> 00:06:47.725
So for example, if, um, they are selling,

127
00:06:48.035 --> 00:06:50.885
they purchase these shells, um, from a supplier.

128
00:06:51.425 --> 00:06:53.765
So say if, um, the, I'm the business owner

129
00:06:53.905 --> 00:06:57.365
and I purchase this shell from a supplier for $2,

130
00:06:57.665 --> 00:07:01.685
and then I'm gonna sell this shell to my customers for $6.

131
00:07:02.225 --> 00:07:04.405
Um, and that is so that I can make the profit.

132
00:07:04.505 --> 00:07:06.445
So that's what it means by a trading business.

133
00:07:06.545 --> 00:07:09.885
So basically it just means they purchase inventory

134
00:07:10.105 --> 00:07:14.225
or products from a supplier, they apply a markup

135
00:07:14.245 --> 00:07:15.505
or they increase the price

136
00:07:16.125 --> 00:07:17.625
and they sell it to their customers.

137
00:07:20.705 --> 00:07:21.925
Um, and then you also need

138
00:07:21.925 --> 00:07:23.685
to know about the accounting process.

139
00:07:24.305 --> 00:07:27.685
So this just refers to, um, the process involved.

140
00:07:28.425 --> 00:07:33.125
Um, and you know, the process that is required in order to

141
00:07:33.705 --> 00:07:34.885
get you to provide

142
00:07:34.885 --> 00:07:37.405
that financial information to the business owner.

143
00:07:37.605 --> 00:07:40.365
'cause obviously you can't just take a brief look at a

144
00:07:40.525 --> 00:07:42.885
business and understand everything about the business

145
00:07:43.225 --> 00:07:46.085
and, um, provide financial information

146
00:07:46.105 --> 00:07:47.885
and advice to the owner immediately,

147
00:07:48.305 --> 00:07:49.445
you need to go through a process.

148
00:07:49.625 --> 00:07:52.805
So that process is, um, collecting source documents,

149
00:07:53.875 --> 00:07:55.525
recording those source documents,

150
00:07:55.525 --> 00:07:57.485
so recording the transactions

151
00:07:58.265 --> 00:08:00.805
and then preparing financial reports.

152
00:08:00.905 --> 00:08:04.605
So that's your balance sheet, your income statement,

153
00:08:04.605 --> 00:08:05.765
your cashflow statement,

154
00:08:05.985 --> 00:08:09.285
and um, you know, also budgeted reports.

155
00:08:09.425 --> 00:08:13.325
So budgeted balance sheet, budgeted cash flow statement,

156
00:08:13.325 --> 00:08:16.445
and budgeted income statement variance reports as well.

157
00:08:16.445 --> 00:08:17.525
There's a lot of reports.

158
00:08:17.625 --> 00:08:19.685
The point is preparing financial reports.

159
00:08:20.345 --> 00:08:24.555
Um, and then once you have those reports, it's, um, reading

160
00:08:24.655 --> 00:08:26.275
and analyzing those reports.

161
00:08:26.615 --> 00:08:30.955
And then based on the reports, providing financial advice

162
00:08:31.175 --> 00:08:33.675
and non-financial advice to the business owner.

163
00:08:34.785 --> 00:08:36.485
So that's your role as an accountant, is

164
00:08:36.485 --> 00:08:39.445
to basically look at the business, check their, um,

165
00:08:39.445 --> 00:08:42.405
source documents, check their recording processes,

166
00:08:42.715 --> 00:08:44.645
prepare reports, and then provide advice.

167
00:08:51.695 --> 00:08:56.045
There are four accounting assumptions, um, in VC accounting,

168
00:08:56.185 --> 00:08:59.085
and you need to be able to know the name

169
00:08:59.265 --> 00:09:01.525
and definition of all of the assumptions.

170
00:09:03.105 --> 00:09:05.805
So the first one is the accounting entity assumption,

171
00:09:07.015 --> 00:09:09.035
and that assumption basically just states

172
00:09:09.345 --> 00:09:13.555
that the business has to be kept separate from the owner

173
00:09:13.895 --> 00:09:17.715
and any other entities involved in the business.

174
00:09:18.335 --> 00:09:19.555
So, for example, it needs

175
00:09:19.555 --> 00:09:21.475
to be separate from other shareholders.

176
00:09:21.655 --> 00:09:25.955
It needs to be separate from, um, I don't know, the bus,

177
00:09:25.975 --> 00:09:27.395
the owner's family as well.

178
00:09:28.615 --> 00:09:31.595
Um, and this comes down to

179
00:09:32.215 --> 00:09:34.755
why we record drawings and contributions.

180
00:09:35.255 --> 00:09:38.635
So the whole purpose of recording drawings

181
00:09:38.865 --> 00:09:40.635
that the owner takes out from the business

182
00:09:40.815 --> 00:09:44.835
and contributions, sorry, for example, cash contributions

183
00:09:44.835 --> 00:09:46.795
that the owner makes to the business.

184
00:09:46.795 --> 00:09:49.155
The whole reason why we record those transactions is

185
00:09:49.155 --> 00:09:50.395
because the owner

186
00:09:50.455 --> 00:09:53.035
and the business are two separate entities,

187
00:09:53.135 --> 00:09:56.355
and so we have to treat transactions between them

188
00:09:56.615 --> 00:09:59.515
as if it was a transaction with any other entity.

189
00:10:00.015 --> 00:10:04.455
Um, 'cause um, some business owners

190
00:10:05.305 --> 00:10:07.375
think of especially small business owners,

191
00:10:07.375 --> 00:10:10.495
because when you're a small business owner, you are really,

192
00:10:10.495 --> 00:10:11.855
really involved in your business.

193
00:10:11.915 --> 00:10:15.335
So a lot of small business owners sometimes think

194
00:10:15.395 --> 00:10:19.455
of their business as a part of themselves, um, which

195
00:10:19.985 --> 00:10:23.455
could be true, but financially they need to be, um,

196
00:10:24.575 --> 00:10:26.345
treated as separate entities.

197
00:10:27.645 --> 00:10:30.265
Um, the second assumption is the accrual basis assumption,

198
00:10:30.315 --> 00:10:32.665
which states that the business, um,

199
00:10:34.565 --> 00:10:35.345
so basically

200
00:10:40.295 --> 00:10:41.765
there are three main components

201
00:10:42.305 --> 00:10:43.805
to the accrual basis assumption.

202
00:10:43.945 --> 00:10:46.405
So firstly, all revenues have

203
00:10:46.405 --> 00:10:48.325
to be recognized when they're earned.

204
00:10:48.425 --> 00:10:52.455
So, um, that means that when

205
00:10:54.925 --> 00:10:57.905
the sale or whatever type of revenue it is,

206
00:10:57.905 --> 00:10:59.785
when it's earned, it needs to be recorded,

207
00:10:59.885 --> 00:11:01.945
and that's not necessarily when the cash

208
00:11:02.365 --> 00:11:03.665
for the revenue is received.

209
00:11:04.895 --> 00:11:06.495
Secondly, all expenses need

210
00:11:06.495 --> 00:11:09.215
to be recognized when they are in care, which again,

211
00:11:09.705 --> 00:11:14.145
might not necessarily be when the cash is paid,

212
00:11:15.005 --> 00:11:18.905
um, because obviously there's prepaid expenses, um,

213
00:11:18.965 --> 00:11:19.985
and accrued expenses.

214
00:11:20.565 --> 00:11:25.495
And then thirdly, profit is calculated accurately

215
00:11:25.875 --> 00:11:29.015
as revenues and less expenses in care.

216
00:11:29.075 --> 00:11:31.775
So basically, that sounds like a lot,

217
00:11:31.795 --> 00:11:33.055
but basically all that is,

218
00:11:33.155 --> 00:11:36.855
is profit is the most accurate when it only includes

219
00:11:37.295 --> 00:11:39.695
revenues, um, that have been earned.

220
00:11:40.035 --> 00:11:43.515
So this could be, um, this is

221
00:11:44.025 --> 00:11:46.275
only including revenues that have been earned,

222
00:11:46.295 --> 00:11:48.595
and it's not including revenues

223
00:11:48.595 --> 00:11:50.555
that have been paid but not earned.

224
00:11:51.055 --> 00:11:53.155
Um, and it is including revenues

225
00:11:53.205 --> 00:11:54.925
that have been earned but not yet paid.

226
00:11:55.265 --> 00:11:59.965
So we're kind of ignoring the cash in the, in the situation.

227
00:11:59.965 --> 00:12:02.245
So we're ignoring when the cash is received

228
00:12:02.265 --> 00:12:03.925
for the revenues, we're just thinking about

229
00:12:03.925 --> 00:12:05.085
when the revenues end.

230
00:12:05.625 --> 00:12:06.765
And the same thing with expenses.

231
00:12:07.755 --> 00:12:10.465
We're only including expenses that have been incurred.

232
00:12:10.765 --> 00:12:14.545
So we're not thinking about when the expense has was paid,

233
00:12:15.045 --> 00:12:16.505
um, whether it was paid in advance

234
00:12:16.565 --> 00:12:18.625
or whether it has yet to be paid.

235
00:12:18.805 --> 00:12:21.785
Um, we only include expenses

236
00:12:21.815 --> 00:12:24.345
that were incurred in the current reporting period.

237
00:12:25.045 --> 00:12:28.345
Um, and basically the assumption is when we do that,

238
00:12:28.365 --> 00:12:30.785
so when we only include revenues and,

239
00:12:30.785 --> 00:12:32.025
and we only include expenses

240
00:12:32.045 --> 00:12:34.065
and care profit is most accurate,

241
00:12:36.055 --> 00:12:37.755
the going concern assumption states

242
00:12:37.785 --> 00:12:39.755
that when we prepare financial reports

243
00:12:39.815 --> 00:12:41.795
and information, we have to assume

244
00:12:41.795 --> 00:12:44.955
that the business is going to keep operating indefinitely.

245
00:12:45.455 --> 00:12:48.555
So basically we can't prepare reports

246
00:12:49.505 --> 00:12:51.275
expecting the business to close down

247
00:12:51.575 --> 00:12:54.875
or say, if the business owner tells you like you're their

248
00:12:54.875 --> 00:12:57.115
accountant and the business owner tells you, um, Hey,

249
00:12:57.245 --> 00:12:59.075
we're closing down next year.

250
00:12:59.255 --> 00:13:01.355
So, um, I like,

251
00:13:01.355 --> 00:13:03.835
they want the report prepared a certain way, you can't do that.

252
00:13:04.265 --> 00:13:07.315
Even if we know that the, the business will close down,

253
00:13:07.975 --> 00:13:08.995
we have to assume

254
00:13:09.385 --> 00:13:11.195
that the business is never gonna close down

255
00:13:11.255 --> 00:13:13.755
and it's gonna keep operating forever.

256
00:13:14.105 --> 00:13:18.155
Basically, the reporting period assumption states

257
00:13:18.225 --> 00:13:20.715
that reports should be prepared regularly

258
00:13:20.935 --> 00:13:22.435
for a particular period of time,

259
00:13:23.135 --> 00:13:25.755
and this could be every fortnight, every month,

260
00:13:26.045 --> 00:13:27.755
every quarter, so on.

261
00:13:28.455 --> 00:13:32.835
Um, the minimum period, um, that reports have to be prepared

262
00:13:32.895 --> 00:13:34.995
for is at least once a year, um,

263
00:13:34.995 --> 00:13:38.115
because of tax requirements from the A TO.

264
00:13:38.175 --> 00:13:40.275
So at the very least, businesses have

265
00:13:40.275 --> 00:13:43.995
to prepare their accounting reports once every year

266
00:13:44.105 --> 00:13:48.125
because the a TO requires that of all businesses.

267
00:13:48.785 --> 00:13:52.805
Um, but a lot of businesses will choose to prepare reports

268
00:13:53.835 --> 00:13:58.665
every quarter or, um, every few months or every fortnight

269
00:13:58.665 --> 00:14:00.545
or every week or every month.

270
00:14:01.565 --> 00:14:03.145
Um, and the reason why is

271
00:14:03.145 --> 00:14:05.705
because the reports end up being, um,

272
00:14:07.955 --> 00:14:11.415
uh, easier or more useful to the business that way.

273
00:14:11.995 --> 00:14:15.455
So, um, for example, if there's a, a problem in

274
00:14:15.455 --> 00:14:16.735
how the business is being run,

275
00:14:17.035 --> 00:14:19.575
if you're preparing reports every month, you're more likely

276
00:14:19.575 --> 00:14:20.615
to pick up on that problem

277
00:14:21.315 --> 00:14:24.855
and fix the problem quicker, as opposed to if you have

278
00:14:24.855 --> 00:14:27.295
to wait an entire year to get a report,

279
00:14:27.725 --> 00:14:29.655
then you're not gonna know about that problem,

280
00:14:29.745 --> 00:14:31.815
especially if it's a small pro problem

281
00:14:31.875 --> 00:14:33.575
that's kind of flying under the radar.

282
00:14:34.905 --> 00:14:36.845
You as the business owner isn't gonna know about

283
00:14:36.845 --> 00:14:39.245
that problem until the end of the year

284
00:14:39.755 --> 00:14:41.845
when the report is given to you.

285
00:14:43.065 --> 00:14:47.845
Um, which is why a lot of businesses prefer to prepare,

286
00:14:48.385 --> 00:14:52.335
um, reports in shorter reporting periods.

287
00:14:54.765 --> 00:14:57.665
And the reason why we have these reporting periods is

288
00:14:57.665 --> 00:15:00.865
to ensure comparability of reports, um,

289
00:15:00.915 --> 00:15:03.705
which basically just means that we need to be able

290
00:15:03.725 --> 00:15:05.985
to compare reports from different periods.

291
00:15:06.005 --> 00:15:10.625
So the whole reason why, um, we're able

292
00:15:10.745 --> 00:15:12.025
to analyze reports

293
00:15:12.245 --> 00:15:14.545
and figure out what's going well with the business,

294
00:15:14.725 --> 00:15:17.545
what's not working with the business is

295
00:15:17.545 --> 00:15:19.785
because we can compare those reports

296
00:15:20.325 --> 00:15:24.725
to previous reports from, um, previous months,

297
00:15:25.085 --> 00:15:28.125
previous years of the business, um, comparing it

298
00:15:28.145 --> 00:15:30.565
to reports from other businesses,

299
00:15:30.565 --> 00:15:32.165
like similar businesses to ours.

300
00:15:32.225 --> 00:15:36.685
For example, if we're, um, a clothing store

301
00:15:37.355 --> 00:15:40.165
comparing our reports as a clothing business

302
00:15:40.585 --> 00:15:42.765
to other similar clothing businesses

303
00:15:42.765 --> 00:15:44.005
that also prepare reports.

304
00:15:44.665 --> 00:15:48.085
Um, and then also comparing current reports

305
00:15:48.225 --> 00:15:49.365
to budget reports.

306
00:15:49.465 --> 00:15:52.805
So if I predicted a certain outcome for September,

307
00:15:53.705 --> 00:15:57.365
did the September reports meet those budgets basically?

308
00:16:02.595 --> 00:16:04.775
And those are the four accounting assumptions.

309
00:16:05.915 --> 00:16:09.175
So moving on, there are six qualitative characteristics.

310
00:16:09.675 --> 00:16:12.135
And again, you do need to know the TAM

311
00:16:12.315 --> 00:16:15.215
and definition for all six, and I cannot stress that enough.

312
00:16:15.325 --> 00:16:17.735
It's so important that you know, the TAM

313
00:16:17.795 --> 00:16:20.095
and definition for all the assumptions,

314
00:16:20.595 --> 00:16:24.215
all the characteristics, um, all of the elements

315
00:16:25.275 --> 00:16:28.495
and even all of the, uh, financial indicators

316
00:16:28.515 --> 00:16:31.375
and all of that, but those aren't as necessary.

317
00:16:31.505 --> 00:16:33.455
These assumptions, characteristics

318
00:16:33.455 --> 00:16:35.095
and elements are super, super important,

319
00:16:35.095 --> 00:16:36.695
which is why I'm kind of going through them.

320
00:16:37.355 --> 00:16:38.775
Um, because in the SAC

321
00:16:38.775 --> 00:16:39.895
and in the exam, they'll,

322
00:16:39.895 --> 00:16:41.735
you'll have a question like referring

323
00:16:41.735 --> 00:16:43.935
to one qualitative characteristic, referring

324
00:16:43.935 --> 00:16:47.375
to one accounting assumption, or classif classify this.

325
00:16:47.635 --> 00:16:49.855
So it'll give you an example of a transaction

326
00:16:49.855 --> 00:16:53.015
and it'll tell you to classify it as whatever element it is.

327
00:16:53.475 --> 00:16:57.175
And in those theory questions, just stating the tam

328
00:16:57.435 --> 00:16:59.695
and the definition is two marks already.

329
00:16:59.755 --> 00:17:03.375
So it's literally free marks, just like memorizing the tams

330
00:17:03.375 --> 00:17:05.935
and memorizing the definitions is such an

331
00:17:06.095 --> 00:17:07.255
easy way to get marks.

332
00:17:07.395 --> 00:17:09.215
Um, just by knowing the definition

333
00:17:09.215 --> 00:17:10.815
and knowing the tam, then you also save a lot

334
00:17:10.815 --> 00:17:12.135
of time by having it memorized.

335
00:17:12.135 --> 00:17:15.055
You don't have to be in the exam, like thinking about, oh,

336
00:17:15.055 --> 00:17:16.335
what was that characteristic?

337
00:17:16.475 --> 00:17:18.655
Or what was that definition?

338
00:17:18.915 --> 00:17:21.855
So it's super, super important, um, that you start from now

339
00:17:22.385 --> 00:17:24.495
memorizing these tams and definitions.

340
00:17:25.875 --> 00:17:29.245
Okay. But anyways, so the six qualitative characteristics.

341
00:17:29.585 --> 00:17:34.005
So the first one is relevance, which basically me just means

342
00:17:34.005 --> 00:17:35.165
that we need to make sure

343
00:17:35.165 --> 00:17:38.405
that in our reports we're including all information

344
00:17:38.745 --> 00:17:40.805
that's capable of influencing

345
00:17:41.285 --> 00:17:42.645
business decisions by the owner.

346
00:17:44.545 --> 00:17:48.405
So this might mean even not including some information,

347
00:17:48.505 --> 00:17:52.605
for example, like if it's not as relevant

348
00:17:53.065 --> 00:17:55.485
or it won't make a big difference to decision making,

349
00:17:55.585 --> 00:17:56.925
we might be excluding that,

350
00:17:57.425 --> 00:18:00.595
but it also might mean that we really need

351
00:18:00.595 --> 00:18:03.275
to be including certain information into our reports

352
00:18:03.275 --> 00:18:05.235
because it is relevant to decision making.

353
00:18:10.125 --> 00:18:13.705
The second characteristic is faithful representation,

354
00:18:14.195 --> 00:18:15.385
which basically just states

355
00:18:15.385 --> 00:18:18.345
that our financial reports must be

356
00:18:18.905 --> 00:18:22.025
complete free from material error and bias free.

357
00:18:22.125 --> 00:18:24.665
So complete that just means nothing is missing.

358
00:18:24.885 --> 00:18:27.065
You don't, as accountants, it's obvious

359
00:18:27.135 --> 00:18:28.865
that you can make a mistake.

360
00:18:28.965 --> 00:18:31.865
So you forgot to include a certain transaction

361
00:18:32.005 --> 00:18:34.305
or a certain title in the report.

362
00:18:35.215 --> 00:18:37.795
So making sure that there's nothing missing from the report,

363
00:18:38.265 --> 00:18:39.475
there's no errors,

364
00:18:39.475 --> 00:18:42.115
so you haven't accidentally written the wrong amount

365
00:18:42.175 --> 00:18:43.275
or added an extra zero

366
00:18:43.375 --> 00:18:47.755
or didn't include an extra, like one zero less, um,

367
00:18:49.145 --> 00:18:50.385
spelling mistakes, anything like that.

368
00:18:50.445 --> 00:18:52.425
So no mistakes, no errors.

369
00:18:52.885 --> 00:18:54.705
And then the third one is free from bias.

370
00:18:55.125 --> 00:18:59.385
So a lot of the times, um, the owner

371
00:19:00.365 --> 00:19:02.145
is very biased, the business owner.

372
00:19:02.285 --> 00:19:06.265
So, um, they want their business to appear a certain way.

373
00:19:06.365 --> 00:19:08.745
That's a very, very common scenario that you'll be given,

374
00:19:09.445 --> 00:19:11.345
um, with the theory question is

375
00:19:12.195 --> 00:19:14.095
the business owner wants the report

376
00:19:14.755 --> 00:19:16.455
to come out a certain way.

377
00:19:16.595 --> 00:19:19.575
For example, you know, they want their profit to be higher

378
00:19:19.915 --> 00:19:23.875
or they want, I don't know, um,

379
00:19:23.985 --> 00:19:25.795
more assets in the balance sheet

380
00:19:25.795 --> 00:19:28.155
because obviously with a higher profit

381
00:19:28.295 --> 00:19:30.675
and more assets, their business will look better.

382
00:19:31.135 --> 00:19:34.315
Um, especially for example, if the business is trying

383
00:19:34.315 --> 00:19:36.835
to get a loan, then the owner wants the business

384
00:19:36.855 --> 00:19:38.835
to appear in a better position

385
00:19:38.835 --> 00:19:40.955
because they'll be more likely to get that loan

386
00:19:41.135 --> 00:19:43.435
or they'll be more likely to get a bigger loan.

387
00:19:43.735 --> 00:19:45.115
So that's just one example,

388
00:19:46.505 --> 00:19:48.885
but it's really, really important even though the owner can

389
00:19:48.885 --> 00:19:51.965
sometimes be biased, that, um, as an accountant

390
00:19:52.585 --> 00:19:54.325
you stay objective

391
00:19:54.505 --> 00:19:57.405
and you kind of are able to ignore that bias

392
00:19:57.785 --> 00:20:00.365
or like not let your own biases interfere.

393
00:20:00.985 --> 00:20:04.045
Um, it's really important that you are just reporting

394
00:20:04.585 --> 00:20:07.125
the facts and the financial information

395
00:20:07.175 --> 00:20:08.965
completely objectively.

396
00:20:10.845 --> 00:20:13.385
Um, and then obviously by doing this

397
00:20:13.485 --> 00:20:17.225
and by ensuring that your reports are complete free from

398
00:20:17.225 --> 00:20:20.225
error and bias free, this ensures that

399
00:20:21.125 --> 00:20:23.265
the reports are a faithful representation

400
00:20:23.445 --> 00:20:25.425
of the real world economic events.

401
00:20:25.645 --> 00:20:28.795
So basically that just means it's more accurate,

402
00:20:28.985 --> 00:20:31.915
it's more accurate to the real life event

403
00:20:32.665 --> 00:20:34.675
that the report is representing.

404
00:20:38.985 --> 00:20:41.315
Comparability means that we need to be able

405
00:20:41.315 --> 00:20:42.955
to compare our reports.

406
00:20:44.235 --> 00:20:46.555
Verifiability means that if different people,

407
00:20:47.035 --> 00:20:51.935
objective parties, where to look at our financial reports,

408
00:20:52.405 --> 00:20:53.895
they should all be able to say

409
00:20:53.895 --> 00:20:56.535
that our report is fa faithfully represented.

410
00:20:57.075 --> 00:20:58.895
So if you prepare your report

411
00:20:58.995 --> 00:21:03.745
and then you show five random people the report, all five

412
00:21:03.765 --> 00:21:05.785
of those people will be able to agree

413
00:21:05.975 --> 00:21:09.865
that your report is complete free from error and bias free.

414
00:21:11.245 --> 00:21:13.385
And that's just basically, um, yeah.

415
00:21:14.005 --> 00:21:16.585
And another way to be able to do that is, um,

416
00:21:18.125 --> 00:21:20.585
if we make sure that all our reports can be

417
00:21:20.785 --> 00:21:21.945
evidenced by source documents.

418
00:21:21.945 --> 00:21:26.265
So for example, if there's a particular amount save, um,

419
00:21:27.095 --> 00:21:29.905
your balance sheet says cash at bank, $5,000.

420
00:21:30.205 --> 00:21:33.145
If someone says, Hey, where did you get the $5,000 from?

421
00:21:33.165 --> 00:21:35.185
You would be able to show the source documents

422
00:21:35.185 --> 00:21:37.665
and say, these are the source documents that I looked at,

423
00:21:37.765 --> 00:21:39.945
and show them how you got to that amount.

424
00:21:40.005 --> 00:21:43.025
And that's why, um, source documents is really,

425
00:21:43.025 --> 00:21:45.225
really important to faith to verifiability.

426
00:21:46.885 --> 00:21:49.165
'cause a big part of being able to double check

427
00:21:49.265 --> 00:21:51.365
and verify your reports is going back

428
00:21:51.365 --> 00:21:52.685
to the source documents.

429
00:21:55.315 --> 00:21:58.705
Timeliness means that we should prepare our reports in time

430
00:21:58.765 --> 00:22:00.305
to influence business decisions,

431
00:22:00.365 --> 00:22:02.505
so don't prepare them too late.

432
00:22:02.685 --> 00:22:05.665
So obviously if we're reporting for February, um,

433
00:22:05.845 --> 00:22:10.345
we don't want the report to, um, be ready in,

434
00:22:12.615 --> 00:22:13.735
I don't know, may,

435
00:22:13.735 --> 00:22:17.375
because by then February was a long time ago.

436
00:22:17.915 --> 00:22:22.015
Um, we want to prepare it in time for the owner

437
00:22:22.035 --> 00:22:23.255
to make decisions.

438
00:22:24.195 --> 00:22:26.935
And then lastly, understandability states

439
00:22:26.965 --> 00:22:29.615
that our report should be easily comprehensible

440
00:22:29.715 --> 00:22:30.975
to the people that are using them.

441
00:22:31.115 --> 00:22:34.015
So we shouldn't include any complicated language

442
00:22:34.355 --> 00:22:37.175
and we should try to use visual aids such as graphs

443
00:22:37.235 --> 00:22:39.895
or tables that can help to summarize information.

444
00:22:40.815 --> 00:22:43.035
And that's because you have to remember,

445
00:22:43.145 --> 00:22:46.515
even though the business owner will have some, um,

446
00:22:46.625 --> 00:22:49.355
financial knowledge or a reasonable knowledge

447
00:22:49.355 --> 00:22:51.275
and understanding of how business works,

448
00:22:51.345 --> 00:22:53.555
they're still not an expert in accounting.

449
00:22:54.455 --> 00:22:57.475
So our accounting report shouldn't include any jargon

450
00:22:57.895 --> 00:22:59.435
or confusing language.

451
00:23:01.185 --> 00:23:03.205
And then again, you can use visual aids

452
00:23:03.225 --> 00:23:04.925
to help achieve understandability.

453
00:23:04.985 --> 00:23:06.285
So if you have a question that's like,

454
00:23:07.145 --> 00:23:09.205
why do we use graphs in our reports,

455
00:23:09.505 --> 00:23:11.365
the answer would just be understandability.

456
00:23:13.545 --> 00:23:15.395
Okay, we have our first quiz question.

457
00:23:17.815 --> 00:23:20.675
So the question is, um, explain how the use

458
00:23:20.675 --> 00:23:23.155
of source documents supports an accounting

459
00:23:23.155 --> 00:23:24.195
qualitative characteristic.

460
00:23:24.215 --> 00:23:26.995
And if you remember, I said the characteristic that relates

461
00:23:26.995 --> 00:23:28.915
to source documents is verifiability.

462
00:23:30.725 --> 00:23:33.305
Um, so the reason why is

463
00:23:33.305 --> 00:23:35.105
because, um,

464
00:23:36.795 --> 00:23:39.805
financial information should be able to be evidenced so

465
00:23:39.805 --> 00:23:41.885
that different users can reach the same conclusion

466
00:23:41.885 --> 00:23:43.125
that's faithfully represented.

467
00:23:43.505 --> 00:23:46.405
And when we have source documents as direct evidence

468
00:23:46.425 --> 00:23:48.685
of our reports, it supports verifiability.

469
00:23:50.745 --> 00:23:54.005
And as you can see in this response, I've hit all three.

470
00:23:54.065 --> 00:23:56.925
So I've stated the tam, I've defined the tam,

471
00:23:58.125 --> 00:23:59.465
and I've linked it back to the question.

472
00:24:01.775 --> 00:24:04.875
And actually this was a bit of a trick question

473
00:24:04.875 --> 00:24:06.995
because faithful representation would've

474
00:24:06.995 --> 00:24:08.075
also been correct here.

475
00:24:08.735 --> 00:24:10.755
Um, either or would've been fine,

476
00:24:10.815 --> 00:24:12.915
but it would've just been a similar explanation.

477
00:24:13.015 --> 00:24:15.275
So there are questions like that where, um,

478
00:24:15.935 --> 00:24:17.595
it could be either characteristic,

479
00:24:17.775 --> 00:24:19.595
but you just need to pick the one

480
00:24:19.595 --> 00:24:20.675
that makes the most sense to you.

481
00:24:24.375 --> 00:24:26.425
Okay, here's our second quiz question.

482
00:24:27.875 --> 00:24:30.045
When we classify the balance sheet,

483
00:24:30.255 --> 00:24:32.525
which qualitative characteristic is supported,

484
00:24:32.625 --> 00:24:34.445
and in this case it's understandability

485
00:24:35.145 --> 00:24:37.605
and that might not have been obvious to you immediately,

486
00:24:37.745 --> 00:24:39.925
but the reason why is

487
00:24:40.595 --> 00:24:45.245
because, um, when we talk about understandability,

488
00:24:45.345 --> 00:24:48.645
we want the reports to be presented clearly

489
00:24:48.865 --> 00:24:51.525
and concisely so that it's easily understandable

490
00:24:52.225 --> 00:24:53.805
to the people that are reading it.

491
00:24:54.305 --> 00:24:58.245
So by sorting out our balance sheet into these groups

492
00:24:58.435 --> 00:25:01.505
that make it easier to understand

493
00:25:01.645 --> 00:25:04.625
or comprehend, um, the fin the people

494
00:25:04.625 --> 00:25:08.265
that are reading the report can easily identify which assets

495
00:25:08.405 --> 00:25:09.465
are current and non-current

496
00:25:09.485 --> 00:25:11.585
and which liabilities are current and non-current.

497
00:25:12.325 --> 00:25:14.025
And that therefore, um,

498
00:25:14.425 --> 00:25:16.745
classification supports understandability of reports.

499
00:25:24.255 --> 00:25:25.505
Okay, here's the third question.

500
00:25:25.765 --> 00:25:27.345
So I kind of helped you with the first two,

501
00:25:27.345 --> 00:25:28.545
but for this one I'll give you time

502
00:25:28.685 --> 00:25:29.985
to think about it on your own.

503
00:25:31.375 --> 00:25:33.875
So with reference to one accounting assumption,

504
00:25:34.185 --> 00:25:37.195
explain why sales is reported as revenue.

505
00:25:37.665 --> 00:25:41.775
I'll give you like one minute, just think about it

506
00:25:42.115 --> 00:25:43.375
and kind of come up

507
00:25:43.375 --> 00:25:44.895
with your own answer and then I'll go through it.

508
00:26:08.525 --> 00:26:10.945
Um, and if you need, you can go back to the assumptions,

509
00:26:11.185 --> 00:26:14.705
'cause I know, so you might not have them all, um,

510
00:26:14.815 --> 00:26:15.905
memorized just yet.

511
00:26:47.975 --> 00:26:50.605
Okay? So hopefully you'll have something in mind.

512
00:26:51.385 --> 00:26:53.685
The answer is the accrual basis assumption.

513
00:26:54.985 --> 00:26:58.405
And this is because, um, sales meets the criteria

514
00:26:58.465 --> 00:26:59.725
of being a revenue and

515
00:26:59.725 --> 00:27:03.325
therefore it has to be reported as a revenue when it is end,

516
00:27:03.775 --> 00:27:06.485
which will make sure that the business' profit is

517
00:27:06.845 --> 00:27:07.925
accurate for that period.

518
00:27:09.385 --> 00:27:11.565
And the criteria of a revenue just refers

519
00:27:11.565 --> 00:27:13.045
to the definition of a revenue.

520
00:27:13.265 --> 00:27:16.085
So we'll go through those definitions later,

521
00:27:16.145 --> 00:27:17.885
but it's an increase in assets that leads

522
00:27:17.885 --> 00:27:19.365
to an increase in owner's equity.

523
00:27:21.105 --> 00:27:23.675
Okay, so now we'll go through the accounting elements.

524
00:27:24.125 --> 00:27:25.595
There are five accounting elements

525
00:27:26.055 --> 00:27:28.555
and it's really, really important that you know all

526
00:27:28.555 --> 00:27:29.915
of them and their definitions.

527
00:27:30.175 --> 00:27:31.715
The first element is an asset.

528
00:27:32.025 --> 00:27:35.195
It's a present economic resource controlled by a business

529
00:27:35.335 --> 00:27:36.835
as a result of past events

530
00:27:37.305 --> 00:27:39.795
that will provide future economic benefits to the business.

531
00:27:39.795 --> 00:27:43.635
So for example, if you're talking about Cash App Bank, um,

532
00:27:43.705 --> 00:27:46.595
it's a present economic resource controlled by the business

533
00:27:46.615 --> 00:27:47.755
as a result of past events.

534
00:27:47.775 --> 00:27:50.435
So for example, taking out a loan would be a past event

535
00:27:50.435 --> 00:27:52.075
that would lead to the business having cash.

536
00:27:52.895 --> 00:27:55.075
Um, and it provides future economic benefits

537
00:27:55.075 --> 00:27:57.515
because obviously in the future the business can spend

538
00:27:57.515 --> 00:28:01.945
that cash to purchase assets, um, other assets

539
00:28:02.245 --> 00:28:04.785
or pay off liabilities, for example,

540
00:28:04.835 --> 00:28:07.305
which will benefit the business in the future.

541
00:28:09.635 --> 00:28:13.575
And then obviously we have, um, current assets

542
00:28:13.595 --> 00:28:14.695
and non-current assets.

543
00:28:15.715 --> 00:28:18.255
So the only difference, it's the exact same definition,

544
00:28:18.255 --> 00:28:22.855
but with current assets, those economic benefits will be

545
00:28:23.175 --> 00:28:24.655
provided within the next 12 months

546
00:28:24.705 --> 00:28:25.935
after the reporting period.

547
00:28:27.915 --> 00:28:31.535
And with a non-current asset, the economic benefits, um,

548
00:28:32.945 --> 00:28:34.495
won't be within the next 12 months.

549
00:28:34.635 --> 00:28:37.735
And instead the asset is not held for the purpose of resale

550
00:28:37.735 --> 00:28:40.215
and it will provide benefits for many years,

551
00:28:40.635 --> 00:28:42.735
or it it'll provide benefits

552
00:28:42.755 --> 00:28:44.775
for a period greater than just one year.

553
00:28:51.025 --> 00:28:52.605
The second element is a liability,

554
00:28:52.895 --> 00:28:56.125
which is a present obligation of the business

555
00:28:56.305 --> 00:28:57.605
as a result of past events.

556
00:28:57.785 --> 00:29:00.725
For example, a loan is an obligation of the business.

557
00:29:00.865 --> 00:29:03.445
So when a business has a loan, they're obliged

558
00:29:03.505 --> 00:29:04.725
to pay off that loan.

559
00:29:04.745 --> 00:29:08.005
So that's the obligation as a result of past events.

560
00:29:08.025 --> 00:29:09.565
So the past event in this case

561
00:29:10.355 --> 00:29:11.735
is the business taking out a loan

562
00:29:12.795 --> 00:29:14.735
and it can be current, which means

563
00:29:14.765 --> 00:29:17.855
that when a liability is current, it just means

564
00:29:17.855 --> 00:29:20.975
that you can reasonably expect the liability

565
00:29:20.975 --> 00:29:22.935
to be settled within the next 12 months

566
00:29:22.945 --> 00:29:24.095
after the reporting period.

567
00:29:25.635 --> 00:29:29.845
Whereas with non-current liability, um, it's not required

568
00:29:30.065 --> 00:29:31.605
to be settled within the next 12 months

569
00:29:31.605 --> 00:29:32.645
after the reporting period.

570
00:29:32.665 --> 00:29:35.885
So for example, if you have a three year loan, um,

571
00:29:36.435 --> 00:29:39.925
obviously part of that three year loan will not be required

572
00:29:39.945 --> 00:29:41.885
to be settled within the next 12 months

573
00:29:41.885 --> 00:29:43.045
after the reporting period.

574
00:29:43.985 --> 00:29:47.005
But say that the business has a really, really

575
00:29:47.575 --> 00:29:51.005
successful period or a successful three months

576
00:29:51.995 --> 00:29:54.335
and they have a bunch of extra cash lying around,

577
00:29:54.755 --> 00:29:57.095
and so they decide to pay off the loan early.

578
00:29:57.755 --> 00:30:01.095
Um, obviously in that case, even though, um, part of

579
00:30:01.095 --> 00:30:02.855
that loan was a non-current liability,

580
00:30:03.165 --> 00:30:07.035
they ended up paying the entire loan within 12 months.

581
00:30:07.615 --> 00:30:09.795
Um, but that is an exception.

582
00:30:09.895 --> 00:30:12.915
So we, we basically say, can you expect this

583
00:30:12.915 --> 00:30:14.075
to be settled within 12 months

584
00:30:14.095 --> 00:30:17.075
or is it not required to be settled within, within,

585
00:30:17.075 --> 00:30:18.475
within the next 12 months?

586
00:30:22.335 --> 00:30:25.395
The third element is on equity, which is

587
00:30:26.025 --> 00:30:30.795
basically it's whatever is left in the business, um, out

588
00:30:30.795 --> 00:30:33.755
of our assets after we subtract liabilities

589
00:30:34.645 --> 00:30:39.215
because obviously the accounting equation is, um,

590
00:30:39.955 --> 00:30:42.775
assets equals liabilities plus owner's equity.

591
00:30:42.955 --> 00:30:45.015
So whatever is left over in assets

592
00:30:45.185 --> 00:30:49.335
after liabilities have been deducted is the residual,

593
00:30:49.385 --> 00:30:50.775
which is the owner's equity.

594
00:30:54.805 --> 00:30:57.825
So basically this is a kind of a visual for you guys.

595
00:30:57.965 --> 00:31:01.975
So the business has a certain amount of assets, um,

596
00:31:02.195 --> 00:31:06.135
and then out of those assets we subtract liabilities

597
00:31:07.075 --> 00:31:09.735
and then whatever is left out of the assets goes

598
00:31:09.755 --> 00:31:12.095
to the owner, it's owed to the owner.

599
00:31:12.115 --> 00:31:13.215
So it's owner's equity.

600
00:31:19.065 --> 00:31:23.315
So as I was saying, the accounting equation is, um,

601
00:31:23.375 --> 00:31:25.915
assets equals owners equity plus liabilities.

602
00:31:26.015 --> 00:31:28.515
But if we were to rearrange that formula to be able

603
00:31:28.515 --> 00:31:31.715
to find owners equity, it would be assets minus liabilities.

604
00:31:31.775 --> 00:31:34.075
So you can rearrange the accounting equation.

605
00:31:36.175 --> 00:31:38.275
The fourth element is revenue.

606
00:31:38.855 --> 00:31:42.515
So a revenue is either an increase in assets

607
00:31:42.895 --> 00:31:44.795
or a decrease in liabilities

608
00:31:45.345 --> 00:31:48.155
that results in an increase in owners equity,

609
00:31:48.575 --> 00:31:50.395
not including a capital contribution.

610
00:31:50.775 --> 00:31:51.875
So first of all, um,

611
00:31:52.035 --> 00:31:54.395
a revenue cannot be an increase in assets

612
00:31:54.735 --> 00:31:56.315
and a decrease in liability.

613
00:31:56.895 --> 00:32:00.155
Um, it'll either only be an increase in assets

614
00:32:00.495 --> 00:32:02.435
or it will be a decrease in liability.

615
00:32:02.535 --> 00:32:03.955
It can't be, it can't be both.

616
00:32:04.535 --> 00:32:07.875
So when you are, for example, if um, someone asks

617
00:32:08.415 --> 00:32:11.035
or a question asks, why is sales a revenue?

618
00:32:11.175 --> 00:32:12.395
You would have to say the definition,

619
00:32:12.455 --> 00:32:15.445
but you would say it's an increase in assets.

620
00:32:16.145 --> 00:32:19.565
Um, you would not say sales is a, is a decrease in liability

621
00:32:19.565 --> 00:32:21.885
because a sale isn't a decrease in liability.

622
00:32:22.345 --> 00:32:25.565
So you have to be careful when you use this definition

623
00:32:25.565 --> 00:32:26.805
because it needs to apply

624
00:32:26.805 --> 00:32:29.285
to the specific revenue that you're talking about.

625
00:32:29.945 --> 00:32:31.625
And then the second interesting thing

626
00:32:31.625 --> 00:32:32.825
with this definition is it

627
00:32:33.825 --> 00:32:36.505
specifically states not including a capital contribution.

628
00:32:37.085 --> 00:32:38.945
Um, so if you get a question that says,

629
00:32:39.585 --> 00:32:42.045
why is capital contribution not included as a revenue,

630
00:32:42.545 --> 00:32:46.325
you would just say it's explicitly stated in the definition

631
00:32:46.325 --> 00:32:49.205
of a revenue, that capital contribution doesn't count.

632
00:32:49.205 --> 00:32:51.045
That's the only explanation you need to know

633
00:32:51.045 --> 00:32:54.565
because it's stated outright in the definition of a revenue.

634
00:32:56.505 --> 00:33:00.885
And then we have an expense which is kind of the, almost

635
00:33:01.435 --> 00:33:02.965
sort of the opposite of revenue.

636
00:33:03.555 --> 00:33:05.365
It's an increase in liabilities

637
00:33:06.025 --> 00:33:07.885
or a decrease in assets

638
00:33:08.315 --> 00:33:10.605
that results in a decrease in owner's

639
00:33:10.605 --> 00:33:11.885
equity, not including drawing.

640
00:33:11.945 --> 00:33:13.245
So once again, like a revenue,

641
00:33:13.615 --> 00:33:16.005
it'll either be an increase in liabilities

642
00:33:16.265 --> 00:33:18.245
or it'll be an a decrease in assets.

643
00:33:18.265 --> 00:33:23.035
It can't be both. Um, so for example,

644
00:33:24.585 --> 00:33:28.705
rent would be, um, a decrease in assets

645
00:33:28.705 --> 00:33:30.625
because we're using our cash to pay rent.

646
00:33:30.725 --> 00:33:31.985
So we're decreasing cash.

647
00:33:32.605 --> 00:33:35.665
It won't be an increase in liabilities and it can't be both.

648
00:33:36.165 --> 00:33:38.305
Um, and then again, it's not including drawing.

649
00:33:38.365 --> 00:33:39.465
So if you get a question that says,

650
00:33:39.525 --> 00:33:41.905
why is drawings not included as an expense, you would say,

651
00:33:41.905 --> 00:33:45.625
because it's specifically, um, excluded in the definition.

652
00:33:48.445 --> 00:33:50.895
Okay, so here's another quiz question.

653
00:33:51.435 --> 00:33:55.895
So the business borrows $20,000 as a five year loan for each

654
00:33:55.895 --> 00:33:57.095
of the five years of the loan.

655
00:33:57.115 --> 00:34:00.695
The business will pay $4,000 to the bank until it's repaid.

656
00:34:01.435 --> 00:34:02.935
How would this loan be classified

657
00:34:03.115 --> 00:34:06.615
and which accounting element would the loan be?

658
00:34:06.675 --> 00:34:07.975
So that's what classified means.

659
00:34:07.975 --> 00:34:09.975
It's just you need to classify, um,

660
00:34:10.005 --> 00:34:11.535
what accounting element it is.

661
00:34:11.675 --> 00:34:13.695
So you need to state the element, the definition

662
00:34:13.695 --> 00:34:14.855
and link it back to the question.

663
00:34:14.875 --> 00:34:19.475
So I'll give you two minutes to, um, have a go.

664
00:34:19.775 --> 00:34:23.925
Um, try to, if you have paper, write your answer down

665
00:34:24.425 --> 00:34:26.245
or even if you don't have paper, just think

666
00:34:26.245 --> 00:34:27.645
of your answer in your head and have it

667
00:34:27.645 --> 00:34:28.965
ready and then I'll go through it.

668
00:36:08.405 --> 00:36:09.935
Okay? So I'll go through the answer now.

669
00:36:10.955 --> 00:36:13.015
So the element is a liability

670
00:36:13.595 --> 00:36:15.335
and actually it's both a current

671
00:36:15.555 --> 00:36:17.055
and a non-current liability.

672
00:36:17.055 --> 00:36:18.415
So hopefully you caught onto that.

673
00:36:19.475 --> 00:36:24.095
So part of the loan, $4,000 worth is a current liability

674
00:36:24.095 --> 00:36:26.775
because it will be paid off within the next 12 months.

675
00:36:27.675 --> 00:36:30.295
So within the next 12 months, within the next year,

676
00:36:30.365 --> 00:36:34.135
they need to pay at least $4,000 worth of the loan.

677
00:36:34.795 --> 00:36:36.335
Um, 'cause it's 4,000 per year.

678
00:36:36.875 --> 00:36:39.255
And then the remaining $16,000

679
00:36:39.315 --> 00:36:41.135
of the loan is a non-current liability

680
00:36:41.285 --> 00:36:43.095
because it will take longer than 12 months

681
00:36:43.115 --> 00:36:44.295
for the business to pay it off.

682
00:36:44.395 --> 00:36:47.735
And it's not required that they pay it in only 12 months.

683
00:36:48.515 --> 00:36:50.815
Um, and you can see in the explanation that both

684
00:36:50.815 --> 00:36:52.735
of the tams have been stated and defined.

685
00:36:52.755 --> 00:36:54.375
So current liability was stated,

686
00:36:54.525 --> 00:36:56.095
current liability was defined.

687
00:36:56.245 --> 00:36:57.895
Non-current liability was stated.

688
00:36:57.925 --> 00:36:59.695
Non-current liability was defined.

689
00:37:00.555 --> 00:37:02.815
Um, and you'll also note that

690
00:37:03.335 --> 00:37:04.735
specific dollar amounts are used.

691
00:37:05.035 --> 00:37:08.655
So it specifically says $4,000 and $16,000.

692
00:37:08.655 --> 00:37:10.735
That's really, really important to get full marks.

693
00:37:11.235 --> 00:37:13.855
Um, and that is part of linking it back to the question

694
00:37:13.855 --> 00:37:17.085
because um, in the, the question tells you

695
00:37:17.545 --> 00:37:18.725
how much the loan is.

696
00:37:18.725 --> 00:37:21.885
So you need to be able to talk about how much is current

697
00:37:22.025 --> 00:37:23.245
and how much is non-current.

698
00:37:24.155 --> 00:37:25.445
Okay, here's the next question.

699
00:37:26.065 --> 00:37:28.765
Um, the business has earned $6,000 worth

700
00:37:28.825 --> 00:37:30.725
of interest on a TAM deposit.

701
00:37:31.345 --> 00:37:32.725
How is this interest classified?

702
00:37:32.745 --> 00:37:34.045
And I'll give you a minute

703
00:37:34.265 --> 00:37:36.835
to think about the classification.

704
00:39:00.885 --> 00:39:04.855
Okay, so the correct classification is revenue.

705
00:39:05.715 --> 00:39:09.455
Um, and that's because the interest end is an increase in

706
00:39:09.455 --> 00:39:12.055
assets that leads to an increase in owner equity

707
00:39:12.245 --> 00:39:13.895
that is in capital contribution.

708
00:39:14.475 --> 00:39:17.015
Um, so it would be $6,000 worth of interest revenue

709
00:39:18.035 --> 00:39:22.055
and again, specific dollar amount used, um, the TAM stated

710
00:39:22.635 --> 00:39:23.735
and the definition.

711
00:39:27.965 --> 00:39:29.175
Okay, next question.

712
00:39:29.755 --> 00:39:32.935
Um, a business purchases a van for $20,000,

713
00:39:33.285 --> 00:39:35.415
what would this van be classified as?

714
00:39:36.145 --> 00:39:37.445
So I'll give you a minute again.

715
00:40:22.715 --> 00:40:26.725
Okay, so the correct answer is it's non-current asset

716
00:40:26.725 --> 00:40:29.205
because it's an asset that the business will use

717
00:40:29.465 --> 00:40:30.525
for more than 12 months.

718
00:40:31.665 --> 00:40:33.965
And again, TAM definition

719
00:40:34.225 --> 00:40:35.485
and linking it back to the question

720
00:40:35.485 --> 00:40:36.885
by stating the specific amount.

721
00:40:39.395 --> 00:40:41.085
Okay, next question.

722
00:40:41.785 --> 00:40:44.885
Uh, the business owes $5,000 to their accounts payable.

723
00:40:45.185 --> 00:40:47.205
How is accounts payable classified?

724
00:40:50.385 --> 00:40:51.155
I'll give you a minute.

725
00:41:32.005 --> 00:41:34.215
Okay, the answer is current liability

726
00:41:34.215 --> 00:41:35.735
because it's an obligation

727
00:41:35.735 --> 00:41:37.815
that will be settled within 12 months.

728
00:41:40.295 --> 00:41:43.725
$7,000 of wages were paid by the business.

729
00:41:43.945 --> 00:41:45.765
How are these wages classified?

730
00:42:16.745 --> 00:42:19.675
Okay, the answer is that it's an expense.

731
00:42:20.575 --> 00:42:23.835
Um, the wages are a decrease in assets that leads

732
00:42:23.855 --> 00:42:26.555
to a decrease in earn equity that is in drawings.

733
00:42:26.975 --> 00:42:29.795
Um, so it's $7,000 worth of wages expense.

734
00:42:31.135 --> 00:42:33.635
How would $10,000 of inventory be ified?

735
00:42:35.785 --> 00:42:36.475
Give you a minute.

736
00:43:08.745 --> 00:43:11.915
So it would be a current asset, um,

737
00:43:11.915 --> 00:43:13.795
because it's an economic resource

738
00:43:13.795 --> 00:43:15.715
that will be sold within the next 12 months.

739
00:43:16.985 --> 00:43:18.005
So as I mentioned

740
00:43:18.005 --> 00:43:21.445
before, the accounting equation is assets equals liabilities

741
00:43:21.515 --> 00:43:22.565
plus owners equity.

742
00:43:23.065 --> 00:43:24.245
And this introduces us

743
00:43:24.305 --> 00:43:26.765
to the double entry system of accounting.

744
00:43:27.345 --> 00:43:29.925
Um, and there are two rules that are involved.

745
00:43:30.395 --> 00:43:32.925
Firstly, every transaction affects a minimum

746
00:43:33.025 --> 00:43:35.845
of two elements from within the accounting equation.

747
00:43:35.985 --> 00:43:38.965
So it could be assets, liabilities, assets, owners,

748
00:43:38.965 --> 00:43:41.965
equity liabilities, owners equity, so on.

749
00:43:42.545 --> 00:43:45.485
Um, and the second rule is that the equation still needs

750
00:43:45.485 --> 00:43:48.605
to balance after the transaction has been recorded.

751
00:43:49.425 --> 00:43:53.265
Um, so after you've made an entry of a transaction,

752
00:43:53.485 --> 00:43:55.985
the entire accounting equation should

753
00:43:55.985 --> 00:43:57.025
still be able to balance.

754
00:43:59.125 --> 00:44:01.585
So this is what a general ledger looks like.

755
00:44:01.965 --> 00:44:03.905
Um, there's a left and a right side.

756
00:44:04.255 --> 00:44:07.145
Certain transactions will go into the left side

757
00:44:07.145 --> 00:44:10.265
of the ledger and some transactions will go into the

758
00:44:10.265 --> 00:44:11.585
right side of the ledger.

759
00:44:11.585 --> 00:44:13.385
And then at the top there, um,

760
00:44:13.395 --> 00:44:14.865
where it says ledger account name,

761
00:44:14.895 --> 00:44:16.865
that is the name of the ledger account.

762
00:44:17.045 --> 00:44:20.225
So, um, for example, if this was the ledger account for

763
00:44:20.735 --> 00:44:22.265
cash app Bank, it would say bank.

764
00:44:23.855 --> 00:44:26.675
So for example, it could be the inventory account

765
00:44:27.215 --> 00:44:29.235
and you can see there's a transaction

766
00:44:29.235 --> 00:44:31.405
that has been entered into the left side

767
00:44:31.465 --> 00:44:32.605
of this ledger account.

768
00:44:34.025 --> 00:44:37.325
So if a transaction is entered into the left side

769
00:44:37.325 --> 00:44:39.565
of the account, it's called a debit entry.

770
00:44:40.025 --> 00:44:42.365
And if a transaction is entered into the right side,

771
00:44:42.365 --> 00:44:43.605
it's called a credit entry.

772
00:44:43.625 --> 00:44:47.045
So think of it as left is debit, right?

773
00:44:47.385 --> 00:44:49.045
Is credit do not.

774
00:44:49.445 --> 00:44:52.645
A huge mistake that people make is they think of debit

775
00:44:52.745 --> 00:44:54.845
as plus and credit as minus

776
00:44:55.025 --> 00:44:57.125
or debit as minus and credit as plus.

777
00:44:57.615 --> 00:44:59.645
Don't think of it as increase or decrease.

778
00:44:59.705 --> 00:45:00.725
That's not how it works.

779
00:45:00.995 --> 00:45:04.055
Just think the left side is the debit side

780
00:45:04.315 --> 00:45:06.055
and the right side is the credit side.

781
00:45:06.105 --> 00:45:07.415
Don't think of it any other way

782
00:45:07.415 --> 00:45:09.495
because it will overcomplicate it

783
00:45:09.595 --> 00:45:10.935
and you'll end up confused.

784
00:45:13.365 --> 00:45:14.945
So you can see the left side

785
00:45:14.945 --> 00:45:17.225
of this account is highlighted purple,

786
00:45:17.315 --> 00:45:20.785
which is the debit side, and the right side is green.

787
00:45:21.125 --> 00:45:22.585
So left side debit,

788
00:45:22.595 --> 00:45:26.515
right side credit, remember that?

789
00:45:28.785 --> 00:45:30.725
So the meaning of debit

790
00:45:30.725 --> 00:45:33.845
and credit change depending on what type

791
00:45:33.865 --> 00:45:35.645
of ledger account we're dealing with.

792
00:45:35.705 --> 00:45:38.045
So this is why I said don't think of debit

793
00:45:38.045 --> 00:45:39.725
and credit as increase or decrease.

794
00:45:39.995 --> 00:45:42.005
Just think debit is left and credit is right

795
00:45:42.005 --> 00:45:43.125
because the meaning of debit

796
00:45:43.125 --> 00:45:46.085
and credit changes depending on the type of ledger account.

797
00:45:47.385 --> 00:45:49.845
So here are the different types of ledger accounts.

798
00:45:49.945 --> 00:45:52.805
We have asset accounts, liability accounts, owners,

799
00:45:52.805 --> 00:45:54.845
equity accounts, capital contribution

800
00:45:54.845 --> 00:45:57.405
and drawings accounts, um, revenue accounts

801
00:45:57.425 --> 00:45:58.445
and expense accounts.

802
00:45:59.105 --> 00:46:00.805
And here they are color coded

803
00:46:00.805 --> 00:46:01.965
according to the different rules.

804
00:46:02.545 --> 00:46:05.725
So asset drawings

805
00:46:05.785 --> 00:46:07.925
and expense accounts are grouped together.

806
00:46:08.385 --> 00:46:10.165
So four asset drawings

807
00:46:10.165 --> 00:46:14.045
and expense expense accounts, debit means increase,

808
00:46:14.225 --> 00:46:16.005
and credit means decrease.

809
00:46:16.265 --> 00:46:19.685
And then meanwhile, for liability, contribution

810
00:46:19.685 --> 00:46:22.845
and revenue accounts, debit means decrease

811
00:46:23.225 --> 00:46:24.805
and credit means increase.

812
00:46:27.555 --> 00:46:30.015
And here are those rules summarized into a table.

813
00:46:30.075 --> 00:46:33.295
So when you're first starting out with doing,

814
00:46:33.665 --> 00:46:37.855
using the general ledger and the general journal, um,

815
00:46:38.155 --> 00:46:41.215
and you are doing your first few transactions, um,

816
00:46:41.235 --> 00:46:43.695
you can have this table somewhere and refer to it.

817
00:46:43.875 --> 00:46:46.935
Um, but really you need to memorize this

818
00:46:46.935 --> 00:46:49.455
because you are not gonna have any sort of bound book

819
00:46:49.555 --> 00:46:51.215
for your Saxon exam

820
00:46:51.355 --> 00:46:53.615
and it's really important that you know these rules, um,

821
00:46:53.625 --> 00:46:56.895
which types of accounts have which rules, um, in order

822
00:46:56.955 --> 00:47:01.055
to answer questions that require you to do these entries.

823
00:47:03.555 --> 00:47:06.015
So yeah, eventually you do have to memorize these rules.

824
00:47:07.815 --> 00:47:09.905
Okay, we're not gonna jump straight into posting

825
00:47:09.905 --> 00:47:12.305
transactions to the general ledger just yet.

826
00:47:12.515 --> 00:47:15.785
First things first, we need to know the general journal.

827
00:47:15.925 --> 00:47:18.465
So the general journal is used to record transactions

828
00:47:18.465 --> 00:47:20.425
before we enter them into the general ledger.

829
00:47:21.415 --> 00:47:23.345
This is what the general journal looks like.

830
00:47:23.645 --> 00:47:25.945
The first column is titled date, which is

831
00:47:25.945 --> 00:47:26.985
where we write the day

832
00:47:27.005 --> 00:47:29.065
and the month that the transaction happened on.

833
00:47:29.425 --> 00:47:32.005
Second column is details, um, which is

834
00:47:32.005 --> 00:47:34.565
where we write the names of the ledger accounts

835
00:47:34.565 --> 00:47:36.565
that will be affected by the transaction.

836
00:47:37.745 --> 00:47:40.925
If an entry is a debit entry, we'll write the dollar amount

837
00:47:41.305 --> 00:47:42.565
to to the debit column.

838
00:47:43.065 --> 00:47:45.805
And if an entry is a credit entry,

839
00:47:45.975 --> 00:47:48.285
we'll write the dollar amount in the credit column.

840
00:47:48.995 --> 00:47:51.445
There's a process we follow when we record a

841
00:47:51.445 --> 00:47:52.645
transaction in the general journal.

842
00:47:52.745 --> 00:47:53.765
So firstly, we need

843
00:47:53.765 --> 00:47:55.485
to figure out which accounts are affected

844
00:47:55.545 --> 00:47:58.605
by the transaction, we need to know the effect on each

845
00:47:58.605 --> 00:48:00.365
of the accounts, increase or decrease.

846
00:48:00.865 --> 00:48:03.365
Um, and then we need to determine whether each amount should

847
00:48:03.365 --> 00:48:06.845
be debited or credited based on the type of ledger account.

848
00:48:08.065 --> 00:48:09.765
Um, and remember that different types

849
00:48:09.765 --> 00:48:12.085
of ledger accounts have different debit and credit rules.

850
00:48:12.465 --> 00:48:14.285
And then finally we can post the

851
00:48:14.285 --> 00:48:15.965
transaction to the general journal.

852
00:48:17.025 --> 00:48:18.605
So here's an example that we'll do together.

853
00:48:18.665 --> 00:48:21.285
So the business purchased $400 worth

854
00:48:21.285 --> 00:48:23.365
of inventory on the 2nd of February.

855
00:48:23.785 --> 00:48:25.605
So we'll go through the steps one by one.

856
00:48:26.475 --> 00:48:29.045
Firstly, we need to determine which accounts are

857
00:48:29.205 --> 00:48:30.325
affected by the transaction.

858
00:48:30.785 --> 00:48:33.085
So in this case that's inventory and bank.

859
00:48:34.905 --> 00:48:38.965
Um, the business, um, is buying inventory with cash, um,

860
00:48:38.965 --> 00:48:40.765
and then the effect on the transactions.

861
00:48:40.825 --> 00:48:42.565
So inventory will increase

862
00:48:42.565 --> 00:48:44.205
because we're purchasing inventory,

863
00:48:44.225 --> 00:48:47.605
so we're gonna get more inventory and bank decreases

864
00:48:47.605 --> 00:48:50.005
because we're spending money to purchase the inventory.

865
00:48:52.185 --> 00:48:52.405
Um,

866
00:48:58.735 --> 00:49:01.145
okay, and then moving on, we have

867
00:49:01.145 --> 00:49:03.225
to figure out whether each account needs

868
00:49:03.225 --> 00:49:04.545
to be debited or credited.

869
00:49:04.725 --> 00:49:08.825
So, um, for this step we'll pull up our table from

870
00:49:08.825 --> 00:49:10.865
before that, summarize the rules.

871
00:49:12.015 --> 00:49:16.995
Um, So, so

872
00:49:16.995 --> 00:49:18.195
that's our table from before.

873
00:49:18.775 --> 00:49:20.235
Um, so the bank account

874
00:49:20.415 --> 00:49:23.035
and the inventory account are both asset accounts.

875
00:49:23.035 --> 00:49:24.915
So they will be in this pink group here

876
00:49:24.935 --> 00:49:26.395
and they'll follow the pink rules.

877
00:49:27.215 --> 00:49:30.035
Um, so they both follow the rules of asset accounts.

878
00:49:30.255 --> 00:49:33.315
So four asset accounts, an increase is a debit

879
00:49:33.335 --> 00:49:34.955
and a decrease is a credit.

880
00:49:35.455 --> 00:49:38.715
And as we established, inventory will be increased.

881
00:49:38.975 --> 00:49:41.955
So according to the rules, inventory is debited.

882
00:49:42.495 --> 00:49:44.275
Um, so we debit the inventory account

883
00:49:44.495 --> 00:49:46.915
and on the other hand we need to decrease bank

884
00:49:47.335 --> 00:49:49.955
and so we will credit bank.

885
00:49:50.415 --> 00:49:53.705
So yeah, we need to credit the bank account.

886
00:49:54.795 --> 00:49:56.815
And then finally the last step is

887
00:49:56.835 --> 00:49:59.975
to actually record the transaction into the general journal.

888
00:50:00.315 --> 00:50:02.575
So keep in mind what we just decided,

889
00:50:02.865 --> 00:50:07.125
everything we just went through, which basically is we need

890
00:50:07.125 --> 00:50:10.245
to debit the inventory account and credit the bank account.

891
00:50:10.745 --> 00:50:12.725
So now we'll enter this into the general journal.

892
00:50:14.515 --> 00:50:16.775
So again, debiting inventory, crediting bank,

893
00:50:17.825 --> 00:50:19.085
here's our general journal

894
00:50:19.385 --> 00:50:20.845
and this is what it looks like entered.

895
00:50:21.225 --> 00:50:22.925
So there's a few things to note here.

896
00:50:23.425 --> 00:50:26.125
Um, we have the date, um, that the,

897
00:50:26.125 --> 00:50:28.645
that the transaction occurred, which is the 2nd of February.

898
00:50:29.185 --> 00:50:33.365
In the first column, the first line is to debit inventory.

899
00:50:33.705 --> 00:50:36.245
And under details you can see the account name inventory

900
00:50:36.385 --> 00:50:39.125
and then the debit amount, 400 is in the debit column

901
00:50:39.505 --> 00:50:41.525
and the second line is to credit bank.

902
00:50:42.025 --> 00:50:44.125
Um, so the account name bank is in details

903
00:50:44.345 --> 00:50:47.445
and the credit amount, $400 is in the credit columns.

904
00:50:47.905 --> 00:50:49.485
And there's some really important points

905
00:50:49.485 --> 00:50:50.605
that need to be pointed out.

906
00:50:50.665 --> 00:50:52.445
So first of all is the order.

907
00:50:52.985 --> 00:50:55.445
Um, inventory is first and bank is second.

908
00:50:55.625 --> 00:50:58.525
So when we enter a transaction into the general journal,

909
00:50:59.065 --> 00:51:02.165
we always put the debit, um,

910
00:51:02.465 --> 00:51:04.485
the debit entry first.

911
00:51:05.225 --> 00:51:08.125
So it always is debit entry and then credit entry.

912
00:51:08.985 --> 00:51:10.165
We never do credit first.

913
00:51:10.825 --> 00:51:12.725
And then secondly, you need to notice

914
00:51:12.725 --> 00:51:14.525
that there's a space before bank.

915
00:51:14.825 --> 00:51:17.845
So whenever we have a credit entry, we need to put a space

916
00:51:17.905 --> 00:51:19.085
before the account name

917
00:51:19.385 --> 00:51:21.725
and we don't need a space for any debit entries.

918
00:51:21.865 --> 00:51:25.965
And then finally the last line, um, there's a short summary

919
00:51:26.105 --> 00:51:28.205
of the transaction in that last line.

920
00:51:28.635 --> 00:51:32.345
This is called um, the summary basically states

921
00:51:32.885 --> 00:51:35.145
the transaction is a cash pages of imagery

922
00:51:35.165 --> 00:51:37.545
and also says that the source document

923
00:51:37.545 --> 00:51:39.705
that verifies it is receipt 41.

924
00:51:40.165 --> 00:51:41.665
And this is called a narration.

925
00:51:42.735 --> 00:51:45.315
And sometimes the question will say include a narration,

926
00:51:45.335 --> 00:51:47.675
or sometimes it will say narration not required.

927
00:51:47.935 --> 00:51:50.755
So make sure to pay attention, pay attention to that.

928
00:51:51.745 --> 00:51:54.125
And when we write a narration, it's okay if

929
00:51:55.035 --> 00:51:57.205
what we're saying exactly varies a little bit,

930
00:51:57.205 --> 00:51:58.765
it's not about the specific word.

931
00:51:59.025 --> 00:52:01.045
As long as you're summarizing the transaction

932
00:52:01.045 --> 00:52:05.265
and you include the source document, um,

933
00:52:05.325 --> 00:52:07.505
we can now use this general general entry

934
00:52:07.565 --> 00:52:10.785
to help us post the transaction to the general ledger.

935
00:52:11.245 --> 00:52:12.505
So here's a reminder about

936
00:52:12.505 --> 00:52:13.905
what the general ledger looks like

937
00:52:13.965 --> 00:52:15.945
and you can see that there's a left side for debit entries

938
00:52:15.945 --> 00:52:17.345
and a right side for credit entries

939
00:52:17.345 --> 00:52:18.985
and the account name at the top.

940
00:52:19.445 --> 00:52:21.265
And there will be different ledger accounts

941
00:52:21.325 --> 00:52:23.265
for every single element within the business.

942
00:52:24.245 --> 00:52:25.745
So now going back to our example,

943
00:52:25.965 --> 00:52:28.545
and this is the general journal entry that we just recorded.

944
00:52:29.005 --> 00:52:32.745
And remember, our goal with this entry is to debit inventory

945
00:52:32.805 --> 00:52:36.465
by $400 and credit bank by $400.

946
00:52:37.005 --> 00:52:39.225
So firstly we'll debit inventory.

947
00:52:39.325 --> 00:52:41.465
So inventory has its own ledger account

948
00:52:41.465 --> 00:52:44.905
because it is a separate element within the business.

949
00:52:44.975 --> 00:52:48.225
It's a current asset, it's inventory account.

950
00:52:48.845 --> 00:52:50.625
So for this transaction we're using the

951
00:52:50.625 --> 00:52:51.705
inventory ledger account.

952
00:52:51.805 --> 00:52:53.305
And because we're debiting inventory,

953
00:52:53.325 --> 00:52:55.625
the transaction has been posted to the left side

954
00:52:55.625 --> 00:52:57.625
of the ledger account, which is the debit side.

955
00:52:57.965 --> 00:53:00.185
And you can see the transaction date is under date

956
00:53:00.245 --> 00:53:02.025
and $400 is under amount.

957
00:53:02.565 --> 00:53:04.385
You'll notice that the second column is

958
00:53:04.385 --> 00:53:05.705
called the cross-reference.

959
00:53:05.925 --> 00:53:07.825
And under this is written bank.

960
00:53:08.045 --> 00:53:11.185
So the cross-reference column is used to record the name

961
00:53:11.245 --> 00:53:13.865
of the other account involved in the transaction.

962
00:53:13.925 --> 00:53:16.785
So in this particular transaction there are only two

963
00:53:16.785 --> 00:53:18.585
accounts involved inventory and bank,

964
00:53:18.765 --> 00:53:21.025
but sometimes there could be three transactions, um,

965
00:53:21.025 --> 00:53:22.105
three accounts involved.

966
00:53:22.165 --> 00:53:25.205
It could be bank inventory, GSST.

967
00:53:25.305 --> 00:53:27.765
And so if there's three then you'll need to put multiple,

968
00:53:27.985 --> 00:53:31.325
um, multiple account names under the cross reference.

969
00:53:33.475 --> 00:53:35.135
Moving on, we have to credit bank.

970
00:53:35.235 --> 00:53:37.295
So for this we need the bank ledger account.

971
00:53:37.435 --> 00:53:39.815
And because we're crediting bank, the transaction is posted

972
00:53:39.875 --> 00:53:41.495
to the right side of the ledger account.

973
00:53:42.165 --> 00:53:43.335
Also the credit side.

974
00:53:43.395 --> 00:53:46.055
And again, the transaction date is under date

975
00:53:46.115 --> 00:53:48.055
and $400 is under amount.

976
00:53:48.395 --> 00:53:50.335
And again, the cross reference, we need

977
00:53:50.335 --> 00:53:51.655
to write the other account involved.

978
00:53:51.835 --> 00:53:53.295
And in this case that's inventory

979
00:53:54.935 --> 00:53:57.275
and here are what those two entries look like in the

980
00:53:57.275 --> 00:53:59.235
inventory and bank ledger accounts respectively.

981
00:53:59.895 --> 00:54:02.795
And note that the cross references are the opposite account.

982
00:54:05.745 --> 00:54:07.715
Here are some entries that you are more likely

983
00:54:07.735 --> 00:54:10.115
to come across in the general journal questions.

984
00:54:10.255 --> 00:54:13.115
So cash sales, credit sales, cash purchases,

985
00:54:13.115 --> 00:54:16.115
credit purchases, receipts from account receivable payments

986
00:54:16.115 --> 00:54:18.395
to accounts payable, capital contributions and drawings.

987
00:54:18.395 --> 00:54:20.475
And there are still other transactions not on this list

988
00:54:20.475 --> 00:54:21.515
that you will need

989
00:54:21.515 --> 00:54:23.755
to learn about later in the accounting course,

990
00:54:24.135 --> 00:54:26.355
but for now just focus on these transactions.

991
00:54:27.845 --> 00:54:30.415
Okay, moving on to the GST clearing account.

992
00:54:31.035 --> 00:54:33.175
So GST stands for goods

993
00:54:33.175 --> 00:54:36.495
and service services tax, um, which is levied

994
00:54:36.495 --> 00:54:37.495
by the federal government.

995
00:54:37.925 --> 00:54:41.135
This tax is 10% on most goods and services.

996
00:54:41.775 --> 00:54:43.535
GST applies to all goods

997
00:54:43.535 --> 00:54:47.855
and services except for fruit loans, wages, interest,

998
00:54:47.975 --> 00:54:49.815
drawings, and capital contributions.

999
00:54:52.935 --> 00:54:56.395
So GST is an additional 10% of the price on goods

1000
00:54:56.395 --> 00:54:57.515
and service transactions.

1001
00:54:57.985 --> 00:55:00.755
When you get an accounting question that includes GST,

1002
00:55:00.755 --> 00:55:03.075
there are two ways in which it'll be presented.

1003
00:55:03.805 --> 00:55:07.895
It'll either be plus GST, which means that you need

1004
00:55:07.895 --> 00:55:09.815
to calculate GST on your own

1005
00:55:09.915 --> 00:55:13.135
and add it on to the amount in these types of questions.

1006
00:55:13.195 --> 00:55:16.695
The price provided in the question does not include GST,

1007
00:55:16.825 --> 00:55:19.255
which means that you need to calculate GST on the

1008
00:55:19.255 --> 00:55:20.535
amount and added on.

1009
00:55:21.155 --> 00:55:24.335
Um, and you'll need to add on that GST yourself in order

1010
00:55:24.355 --> 00:55:26.535
to determine the total price of the transaction.

1011
00:55:26.995 --> 00:55:31.375
And to add on GST, you'll multiply the price by 1.1

1012
00:55:31.915 --> 00:55:35.495
and the second type of question will be including GST.

1013
00:55:35.875 --> 00:55:39.255
And in these questions, the price provided does include GST

1014
00:55:39.395 --> 00:55:41.255
and therefore it's the total price.

1015
00:55:41.795 --> 00:55:44.975
So if you want to find the price excluding GST,

1016
00:55:44.995 --> 00:55:47.175
you would def define the price by 1.1.

1017
00:55:49.715 --> 00:55:52.885
When the business receives GST, for example, through sales,

1018
00:55:53.385 --> 00:55:55.405
it that GST does not belong to them,

1019
00:55:55.825 --> 00:55:58.005
the business collects GST on behalf

1020
00:55:58.185 --> 00:56:02.245
of the Australian Taxation Office, um, which basically means

1021
00:56:02.245 --> 00:56:06.565
that any GST that the business receives is owed to the A TO.

1022
00:56:07.025 --> 00:56:11.485
And this creates an obligation of the business to pay

1023
00:56:11.485 --> 00:56:13.445
that GST to the A TO.

1024
00:56:13.445 --> 00:56:15.325
Therefore, it is a liability.

1025
00:56:15.675 --> 00:56:19.325
However, when the business pays GST, for example,

1026
00:56:19.905 --> 00:56:22.445
to suppliers or when they're paying for expenses,

1027
00:56:23.195 --> 00:56:26.525
this reduces the amount that they owe the A TO

1028
00:56:26.545 --> 00:56:30.045
and thus it reduces the business's GST liability.

1029
00:56:30.625 --> 00:56:33.685
So if the business receives an amount of GST

1030
00:56:33.685 --> 00:56:36.645
that is larger than the amount of GST that it pays,

1031
00:56:36.995 --> 00:56:41.005
then GST is a current liability, which is an obligation

1032
00:56:41.005 --> 00:56:42.245
to pay the A TO.

1033
00:56:42.665 --> 00:56:45.445
And this means that the business owes the A TO

1034
00:56:45.445 --> 00:56:48.725
or the Australian Taxation Office A GST settlement.

1035
00:56:49.155 --> 00:56:53.165
However, if the business pays an amount of GST

1036
00:56:53.355 --> 00:56:55.565
that is larger than the amount of GST

1037
00:56:55.565 --> 00:56:59.605
that the business receives, then GST is a current asset

1038
00:56:59.915 --> 00:57:03.365
because the business will receive cash from the A TO.

1039
00:57:03.425 --> 00:57:06.885
So, which basically what this means is the A TO

1040
00:57:06.945 --> 00:57:08.405
or the Australian Taxation Office

1041
00:57:08.955 --> 00:57:10.925
owes the business A GST refund.

1042
00:57:11.345 --> 00:57:14.005
So therefore GST clearing, um,

1043
00:57:14.265 --> 00:57:17.125
can either be a current liability or a current asset.

1044
00:57:17.385 --> 00:57:21.045
And it depends on how much the business pays versus

1045
00:57:21.185 --> 00:57:22.285
how much it receives.

1046
00:57:22.955 --> 00:57:24.525
However, it's important to note

1047
00:57:25.035 --> 00:57:27.685
because businesses use markups,

1048
00:57:28.305 --> 00:57:29.725
the businesses selling prices

1049
00:57:30.265 --> 00:57:32.285
are higher than the cost prices.

1050
00:57:33.025 --> 00:57:35.445
Um, this is necessary for the business to make profit.

1051
00:57:35.715 --> 00:57:39.405
However, this also means that it's much, much more likely

1052
00:57:39.865 --> 00:57:44.045
for A GST settlement to occur rather than a GST refund.

1053
00:57:44.545 --> 00:57:47.365
Um, so thus GST clearing is more likely

1054
00:57:47.665 --> 00:57:51.085
to be a current liability rather than a current asset.

1055
00:57:51.665 --> 00:57:54.405
Um, which means it's more likely that the business will have

1056
00:57:54.545 --> 00:57:57.845
to pay a GST settlement to the A TO, um,

1057
00:57:58.015 --> 00:58:02.845
which is why we assume that GST clearing is a liability

1058
00:58:03.385 --> 00:58:05.165
unless the business ends up

1059
00:58:05.785 --> 00:58:07.725
paying more GST than it receives.

1060
00:58:08.505 --> 00:58:12.145
Um, there are a few events

1061
00:58:12.255 --> 00:58:16.425
that could occur in a period that would result in, um,

1062
00:58:16.425 --> 00:58:21.015
payments of GST being more than receipts of GST.

1063
00:58:21.475 --> 00:58:23.295
Um, and that would be, for example,

1064
00:58:23.755 --> 00:58:26.895
if the business makes a large expensive purchase,

1065
00:58:27.355 --> 00:58:29.335
for example, they could purchase a van

1066
00:58:29.435 --> 00:58:34.095
or some other type of expensive non-current asset.

1067
00:58:34.715 --> 00:58:38.055
Um, so if that happens, then it is possible for the business

1068
00:58:38.075 --> 00:58:39.855
to pay more GST than it receives.

1069
00:58:40.315 --> 00:58:45.055
And in this case, um, then GST would be a current asset, um,

1070
00:58:45.305 --> 00:58:48.455
which means that the business is owed a GST refund from the

1071
00:58:48.455 --> 00:58:49.735
Australian Taxation Office.

1072
00:58:50.595 --> 00:58:53.695
But usually this is a rare occurrence

1073
00:58:53.805 --> 00:58:55.975
because the business will only make a large

1074
00:58:55.975 --> 00:58:57.095
page just every now and then.

1075
00:58:57.165 --> 00:58:59.815
It's not really something that occurs regularly.

1076
00:59:01.315 --> 00:59:05.415
So because of this, we assume that GST is going

1077
00:59:05.415 --> 00:59:08.015
to be a liability, therefore it follows the rules

1078
00:59:08.075 --> 00:59:12.095
of a liability, meaning increase in GS clearing is a credit

1079
00:59:12.195 --> 00:59:14.455
and a decrease in GSD clearing is a debit.

1080
00:59:16.325 --> 00:59:18.345
So it's, we assume that it's a liability

1081
00:59:18.525 --> 00:59:20.305
unless it's proven that it's an asset.

1082
00:59:22.585 --> 00:59:24.875
Okay, at the end of each reporting period,

1083
00:59:25.095 --> 00:59:27.835
we prepare a pre adjustment trial balance,

1084
00:59:28.485 --> 00:59:31.075
which is basically just a list of all

1085
00:59:31.075 --> 00:59:32.635
of the general ledger accounts

1086
00:59:32.775 --> 00:59:35.755
and their balances at the end of the reporting period.

1087
00:59:36.285 --> 00:59:38.915
These balances could be a debit balance

1088
00:59:39.095 --> 00:59:41.235
or a credit balance said,

1089
00:59:41.235 --> 00:59:43.395
and ledger accounts always have a particular

1090
00:59:43.395 --> 00:59:44.475
balance no matter what.

1091
00:59:44.775 --> 00:59:48.235
So for example, inventory will always have a debit balance

1092
00:59:48.235 --> 00:59:50.355
because it's just impossible for a business

1093
00:59:50.355 --> 00:59:51.555
to have negative inventory

1094
00:59:51.555 --> 00:59:52.595
because that's a physical

1095
00:59:52.595 --> 00:59:53.835
product that they have in their hands.

1096
00:59:54.135 --> 00:59:55.915
So it literally is impossible for the business

1097
00:59:55.915 --> 00:59:58.115
to go into the negatives with inventory.

1098
00:59:59.255 --> 01:00:01.835
Um, another example is accounts receivable.

1099
01:00:01.835 --> 01:00:04.675
Accounts receivable will always have a debit balance

1100
01:00:04.905 --> 01:00:08.075
because it's an amount owed to the business from customers.

1101
01:00:09.575 --> 01:00:10.635
Um, another example.

1102
01:00:10.945 --> 01:00:13.875
Loan accounts will always have a credit balance

1103
01:00:13.875 --> 01:00:16.155
because it will be an amount owed

1104
01:00:16.335 --> 01:00:17.835
by the business to the bank.

1105
01:00:18.075 --> 01:00:20.635
Accounts payable will always have a credit balance

1106
01:00:20.635 --> 01:00:24.675
because it's an amount owed by the business to suppliers.

1107
01:00:25.335 --> 01:00:27.435
Um, there are other ledger accounts

1108
01:00:27.435 --> 01:00:30.355
that can have either a debit or a credit balance.

1109
01:00:30.855 --> 01:00:32.315
So this includes bank

1110
01:00:32.315 --> 01:00:34.755
because the business could have a positive bank balance

1111
01:00:34.975 --> 01:00:36.715
or a negative bank balance.

1112
01:00:37.535 --> 01:00:39.635
Um, and then another example is GST

1113
01:00:39.635 --> 01:00:40.755
clearing, which we just went over.

1114
01:00:41.135 --> 01:00:43.995
So obviously GST clearing can either be a liability or,

1115
01:00:44.015 --> 01:00:45.155
or an asset, and so

1116
01:00:45.155 --> 01:00:46.555
therefore it's possible for it

1117
01:00:46.555 --> 01:00:48.635
to have a credit or a debit balance.

1118
01:00:50.625 --> 01:00:51.845
So here's an example of

1119
01:00:51.845 --> 01:00:55.325
what a completed pre adjustment trial balance looks like.

1120
01:00:55.905 --> 01:00:58.485
You can see three columns, account debit

1121
01:00:58.485 --> 01:01:00.285
and credit in the account.

1122
01:01:00.285 --> 01:01:02.365
Column is a list of the names

1123
01:01:02.505 --> 01:01:05.045
of every single account from the

1124
01:01:05.045 --> 01:01:06.245
general ledger of the business.

1125
01:01:06.305 --> 01:01:08.205
So every single general ledger account

1126
01:01:08.205 --> 01:01:10.085
that the business has is included in

1127
01:01:10.085 --> 01:01:11.285
that list under account.

1128
01:01:11.305 --> 01:01:12.765
So they have a bank account

1129
01:01:13.145 --> 01:01:16.005
and inventory account, an account receivable account,

1130
01:01:16.025 --> 01:01:20.525
an accounts payable account, a loan account, credit sales,

1131
01:01:20.875 --> 01:01:22.885
cost of sales, wages, expense

1132
01:01:23.185 --> 01:01:25.205
and owner's equity or owner's capital.

1133
01:01:26.955 --> 01:01:29.725
Then beside each account name is the balance of

1134
01:01:29.725 --> 01:01:31.325
that account at the end of the period.

1135
01:01:31.945 --> 01:01:34.645
So if the account has a debit balance, then

1136
01:01:34.795 --> 01:01:37.245
that balance amount is under the debit column.

1137
01:01:37.665 --> 01:01:39.845
And if the account has a credit balance, then

1138
01:01:39.955 --> 01:01:42.525
that balance amount is under the credit column.

1139
01:01:43.195 --> 01:01:46.365
Then you can see in the bottom line there's the totals.

1140
01:01:46.425 --> 01:01:49.365
So we have the total of all debit balances

1141
01:01:49.385 --> 01:01:51.565
and the total of all credit balances.

1142
01:01:52.065 --> 01:01:53.845
And if all of the recording

1143
01:01:53.845 --> 01:01:55.765
of the business has been done correctly

1144
01:01:56.065 --> 01:01:59.805
and there's been no mistakes, um, then real

1145
01:02:00.395 --> 01:02:03.565
well ideally both of these balances should match

1146
01:02:03.565 --> 01:02:04.845
because like I said

1147
01:02:04.845 --> 01:02:08.805
before, um, under double entry accounting, all

1148
01:02:08.805 --> 01:02:10.845
of the debit entries must be equal

1149
01:02:10.845 --> 01:02:12.125
to all of the credit entries.

1150
01:02:12.185 --> 01:02:14.445
And so therefore, at the end of the period,

1151
01:02:14.785 --> 01:02:18.365
all debit balances must be equal to all credit balances.

1152
01:02:18.665 --> 01:02:21.685
So all debits should be equal to all credits.

1153
01:02:22.065 --> 01:02:23.845
And so the balances should be the same.

1154
01:02:26.175 --> 01:02:27.755
And as we saw, um,

1155
01:02:27.895 --> 01:02:30.755
the pre adjustment trial balance lists all ledger

1156
01:02:30.755 --> 01:02:32.115
accounts and their balances.

1157
01:02:32.495 --> 01:02:34.035
But how do we get those balances?

1158
01:02:34.895 --> 01:02:36.355
So there are a few balancing methods.

1159
01:02:36.615 --> 01:02:40.235
The first one is footing, um, which is basically a method

1160
01:02:40.295 --> 01:02:43.235
of informally calculating the balances of accounts

1161
01:02:43.255 --> 01:02:44.875
for the pre adjustment trial balance,

1162
01:02:44.885 --> 01:02:46.355
there are three steps to footing.

1163
01:02:46.655 --> 01:02:50.075
Number one, total all debits of the account on the left

1164
01:02:50.295 --> 01:02:52.395
and all credits of the account on the right

1165
01:02:52.855 --> 01:02:55.875
to deduct the smaller total from the large total,

1166
01:02:55.875 --> 01:02:57.715
which will give the balance of the account

1167
01:02:58.215 --> 01:03:00.155
and then write this balance on the side

1168
01:03:00.155 --> 01:03:01.395
that had the larger total.

1169
01:03:02.615 --> 01:03:04.115
So here's a, an example

1170
01:03:04.295 --> 01:03:07.315
of a completed general ledger account from the end

1171
01:03:07.315 --> 01:03:08.355
of a reporting period.

1172
01:03:08.935 --> 01:03:12.075
So first we'll total the debit side or the left side.

1173
01:03:12.415 --> 01:03:16.635
And this total, um, this debit total comes to $18,000.

1174
01:03:17.225 --> 01:03:19.795
Next, we'll total the right side, which is the credit side,

1175
01:03:20.175 --> 01:03:23.155
and the credit total comes to $9,800.

1176
01:03:23.735 --> 01:03:26.755
The next step is we subtract the smaller total

1177
01:03:26.785 --> 01:03:27.835
from the larger total.

1178
01:03:27.935 --> 01:03:32.275
So the smaller total is $9,800, which is the credit total.

1179
01:03:32.615 --> 01:03:36.155
And the larger total is $18,000, which is the debit total.

1180
01:03:36.535 --> 01:03:40.475
So we'll do $18,000 minus $9,800,

1181
01:03:40.925 --> 01:03:43.275
which gives us $8,200.

1182
01:03:43.455 --> 01:03:45.275
So this is the balance of the account.

1183
01:03:45.735 --> 01:03:47.035
And then the final step is

1184
01:03:47.035 --> 01:03:48.955
to write this balance under the side

1185
01:03:48.955 --> 01:03:49.995
that had the larger balance.

1186
01:03:50.015 --> 01:03:51.595
So in this case, that's the left side.

1187
01:03:52.095 --> 01:03:53.475
So we'll write the balance

1188
01:03:54.085 --> 01:03:57.515
eight 8,200 under the debit side of the ledger account.

1189
01:03:57.935 --> 01:04:01.035
And lastly, we just put a circle around that balance

1190
01:04:01.135 --> 01:04:03.395
to clearly show that that's the balance of the account.

1191
01:04:03.855 --> 01:04:06.035
So that's footing, that's how we do footing.

1192
01:04:06.295 --> 01:04:07.995
Um, it's like I said, it's informal.

1193
01:04:08.015 --> 01:04:11.035
So when we're actually balancing the ledger accounts,

1194
01:04:11.245 --> 01:04:14.275
we'll need to be a bit more like actually write the totals

1195
01:04:14.275 --> 01:04:15.355
down properly.

1196
01:04:15.415 --> 01:04:18.275
But this is just an informal way of balancing an account.

1197
01:04:20.515 --> 01:04:23.005
Okay? It's also important that you know the purpose

1198
01:04:23.225 --> 01:04:24.965
of the pre adjustment trial balance.

1199
01:04:25.465 --> 01:04:27.325
You can be asked this in a theory question.

1200
01:04:27.945 --> 01:04:31.485
Um, and basically the reason why we prepare a pre adjustment

1201
01:04:31.485 --> 01:04:34.805
trial balance is to use it as a double checking mechanism.

1202
01:04:35.505 --> 01:04:38.525
So going back to our completed pre adjustment trial balance,

1203
01:04:38.955 --> 01:04:42.205
what we're double checking is these totals, like I said

1204
01:04:42.205 --> 01:04:43.365
before, the totals

1205
01:04:43.365 --> 01:04:45.525
of the pre adjustment trial balance have to match.

1206
01:04:45.625 --> 01:04:48.845
So, um, all debits must equal to all credits.

1207
01:04:48.845 --> 01:04:52.165
And so the debit and credit balances should match.

1208
01:04:52.225 --> 01:04:53.285
The total should match.

1209
01:04:53.985 --> 01:04:57.325
If the totals don't match, then we have to check for

1210
01:04:57.465 --> 01:05:01.125
and correct any mistakes or any errors we might have made.

1211
01:05:01.665 --> 01:05:02.765
So common errors

1212
01:05:02.765 --> 01:05:04.805
that are made in double entry accounting include

1213
01:05:05.115 --> 01:05:06.605
incorrect calculations.

1214
01:05:06.745 --> 01:05:10.845
For example, calculated GST, wrong, wrong amounts.

1215
01:05:11.025 --> 01:05:14.045
So the amounts could be copied incorrectly

1216
01:05:14.045 --> 01:05:15.125
from the source document.

1217
01:05:15.145 --> 01:05:18.085
For example, if the source document says $1,000,

1218
01:05:18.145 --> 01:05:21.455
but you accidentally write $10,000, um,

1219
01:05:21.455 --> 01:05:24.575
another common mistake is the wrong accounts.

1220
01:05:25.035 --> 01:05:27.215
So for example, if someone accidentally

1221
01:05:27.755 --> 01:05:29.695
debits accounts payable instead

1222
01:05:29.695 --> 01:05:31.815
of debiting accounts receivable for

1223
01:05:32.835 --> 01:05:34.695
or other examples, um,

1224
01:05:34.695 --> 01:05:36.455
and that's just mistakes that people make.

1225
01:05:36.875 --> 01:05:39.255
And then the last common mistake is

1226
01:05:39.255 --> 01:05:40.695
swapping the debit and credit.

1227
01:05:40.875 --> 01:05:44.815
So for example, um, you debited account receivable

1228
01:05:44.995 --> 01:05:49.255
and credited bank instead of crediting accounts receivable

1229
01:05:49.275 --> 01:05:53.855
and debiting bank, after we've identified any

1230
01:05:53.995 --> 01:05:56.295
errors and we fix those errors

1231
01:05:56.475 --> 01:06:00.995
and our pre adjustment trial balance, the balances match,

1232
01:06:01.465 --> 01:06:04.355
then we can formally balance the ledger accounts.

1233
01:06:04.615 --> 01:06:06.155
And this is called balancing,

1234
01:06:06.155 --> 01:06:08.915
which is basically the formal version of footing.

1235
01:06:09.905 --> 01:06:13.315
It's important to note that only asset liability

1236
01:06:13.455 --> 01:06:15.635
and owner's equity accounts are balanced.

1237
01:06:16.095 --> 01:06:19.235
We do not balance revenue and expense accounts.

1238
01:06:19.815 --> 01:06:22.595
Um, and there's a three step process to balancing.

1239
01:06:22.695 --> 01:06:25.955
Number one, we total all debits and credits.

1240
01:06:26.015 --> 01:06:29.195
So whatever the larger total is, we write it on both sides,

1241
01:06:29.855 --> 01:06:33.155
and then we calculate the balance of the account

1242
01:06:33.175 --> 01:06:35.915
by subtracting the smaller total from the large total.

1243
01:06:36.415 --> 01:06:39.315
And then we add the balance in as an entry

1244
01:06:39.375 --> 01:06:41.395
and match the balance to carry it forward

1245
01:06:41.775 --> 01:06:43.275
to the next reporting period.

1246
01:06:45.565 --> 01:06:47.185
And another key tip is

1247
01:06:47.185 --> 01:06:50.065
to only balance a ledger account when vicar

1248
01:06:50.345 --> 01:06:51.465
explicitly asks you to.

1249
01:06:51.725 --> 01:06:54.145
So similar to like the narration, um,

1250
01:06:54.445 --> 01:06:56.185
the question will tell you whether they want you

1251
01:06:56.205 --> 01:06:58.145
to include a narration or not,

1252
01:06:58.485 --> 01:07:00.785
and another is similar with balancing.

1253
01:07:01.005 --> 01:07:03.825
Um, the question will tell you, um, whether they want you

1254
01:07:03.825 --> 01:07:05.385
to include balancing or not.

1255
01:07:08.705 --> 01:07:12.715
Okay. So that brings us to the end of content block one.

1256
01:07:13.175 --> 01:07:17.235
So we'll take a very, very short break, maybe five minutes,

1257
01:07:17.495 --> 01:07:19.955
um, just so you can run and use the bathroom

1258
01:07:20.015 --> 01:07:22.035
or get a drink of water or whatever you need to.

1259
01:07:22.575 --> 01:07:25.395
Um, and then we'll come back after five minutes, um,

1260
01:07:25.415 --> 01:07:28.115
and continue on with content block two.

1261
01:12:54.225 --> 01:12:57.635
Okay, so hopefully everyone's back and ready to keep going.

1262
01:12:58.895 --> 01:13:02.155
So we'll move on now to the second content block for today,

1263
01:13:02.285 --> 01:13:06.155
which is a little bit less content than content block one.

1264
01:13:06.155 --> 01:13:08.595
Content block one was a bit full-on this one is a little,

1265
01:13:09.475 --> 01:13:11.275
a little more relaxed slightly.

1266
01:13:12.685 --> 01:13:16.775
Okay. So as I mentioned right at the start when I was going

1267
01:13:16.775 --> 01:13:18.295
through the definitions and terms

1268
01:13:18.475 --> 01:13:22.335
and the assumptions called, um, assumptions,

1269
01:13:22.335 --> 01:13:23.575
qualitative characteristics

1270
01:13:23.795 --> 01:13:26.695
and elements, um, a big difference

1271
01:13:26.725 --> 01:13:28.975
between accounting units one and two

1272
01:13:29.195 --> 01:13:30.735
and accounting units three

1273
01:13:30.735 --> 01:13:34.295
and four is the type of businesses that we deal with.

1274
01:13:34.875 --> 01:13:35.975
So in units one

1275
01:13:35.975 --> 01:13:38.415
and two, you might have dealt with both trading

1276
01:13:38.635 --> 01:13:42.255
and service businesses, um, with a range of ownership types.

1277
01:13:42.875 --> 01:13:45.415
Um, but moving forward we'll only be dealing

1278
01:13:45.565 --> 01:13:48.735
with trading businesses that have one owner.

1279
01:13:49.595 --> 01:13:52.175
So a trading business is a business

1280
01:13:52.205 --> 01:13:56.495
that buys inventory from suppliers, applies a markup,

1281
01:13:56.555 --> 01:13:58.735
and then sells the inventory at a higher

1282
01:13:58.785 --> 01:14:00.095
price to make a profit.

1283
01:14:01.295 --> 01:14:02.555
So common examples

1284
01:14:02.555 --> 01:14:04.875
of trading businesses are clothing stores.

1285
01:14:05.415 --> 01:14:08.515
Um, but really it can be any business that sells

1286
01:14:09.115 --> 01:14:11.725
physical products instead of selling a service.

1287
01:14:12.465 --> 01:14:15.765
So basically trading businesses buy inventory,

1288
01:14:16.275 --> 01:14:19.205
jack up the price and then resell the inventory.

1289
01:14:19.945 --> 01:14:23.565
Um, but what that means is that inventory is the main source

1290
01:14:23.705 --> 01:14:25.685
of revenue for a training business.

1291
01:14:26.105 --> 01:14:27.845
And because of this, it's also one

1292
01:14:27.845 --> 01:14:31.605
of the most important assets that a trading business has.

1293
01:14:36.635 --> 01:14:40.485
Okay, so for transactions

1294
01:14:40.555 --> 01:14:42.205
that involve inventory,

1295
01:14:42.465 --> 01:14:44.845
we use what's called an inventory card.

1296
01:14:45.385 --> 01:14:47.245
And this is what an inventory card looks like.

1297
01:14:47.665 --> 01:14:51.205
At the top of the inventory card is the information about

1298
01:14:51.305 --> 01:14:54.685
the specific inventory that the card is talking about.

1299
01:14:55.225 --> 01:14:56.965
So you can see the item name,

1300
01:14:57.055 --> 01:15:00.885
which is extra large blue shirts, the item code,

1301
01:15:00.935 --> 01:15:04.995
which is D four a O 3 75,

1302
01:15:06.055 --> 01:15:09.275
the item location within the store, which is aisle eight.

1303
01:15:09.335 --> 01:15:11.995
So in this case, this is obviously some sort

1304
01:15:11.995 --> 01:15:13.035
of clothing store

1305
01:15:13.055 --> 01:15:16.875
and they have their inventory organized in aisles, um,

1306
01:15:16.875 --> 01:15:19.875
that you can walk down, which might not be true

1307
01:15:19.975 --> 01:15:21.395
for every single store.

1308
01:15:21.545 --> 01:15:24.195
Like, I don't know, they might have sections like

1309
01:15:24.195 --> 01:15:27.635
how Kmart has like women's, men's,

1310
01:15:28.315 --> 01:15:29.635
children's, like, stuff like that.

1311
01:15:31.495 --> 01:15:35.675
Um, and then also included in that information at the top

1312
01:15:35.675 --> 01:15:38.275
of the card is the name of the supplier

1313
01:15:38.305 --> 01:15:41.035
that the business has purchased this item from,

1314
01:15:41.035 --> 01:15:43.995
which in this case is Atlantic Apparel Warehouse.

1315
01:15:47.225 --> 01:15:50.005
And then there will be, it's important to note

1316
01:15:50.005 --> 01:15:54.485
that there'll be a separate inventory card for every single

1317
01:15:55.005 --> 01:15:58.405
specific type of item of inventory that the business has.

1318
01:15:58.905 --> 01:16:01.445
So there'll be a completely different inventory card

1319
01:16:01.545 --> 01:16:04.685
for large blue shirts and for small blue shirts

1320
01:16:04.685 --> 01:16:06.405
and for medium blue shirts

1321
01:16:06.465 --> 01:16:08.605
and for extra, extra large blue shirts

1322
01:16:08.605 --> 01:16:10.445
and for extra small blue shirts.

1323
01:16:10.865 --> 01:16:13.245
Um, and there'll be a completely different set of cards

1324
01:16:13.465 --> 01:16:14.605
for red s***s.

1325
01:16:14.605 --> 01:16:16.485
So there'll be a separate, separate card

1326
01:16:16.585 --> 01:16:19.845
for extra small red shirts, for small red shirts,

1327
01:16:20.105 --> 01:16:22.605
for medium red shirts, for large red shirts,

1328
01:16:22.605 --> 01:16:24.085
and for extra large red shirts.

1329
01:16:24.425 --> 01:16:27.365
And then a different set of cards for green shares.

1330
01:16:27.425 --> 01:16:31.085
So as you can imagine, um, when it comes to

1331
01:16:31.865 --> 01:16:35.685
big businesses, like for example, imagine, imagine Kmart,

1332
01:16:35.745 --> 01:16:39.055
um, they would just have thousands

1333
01:16:39.075 --> 01:16:40.735
and thousands of inventory cards.

1334
01:16:40.915 --> 01:16:44.175
Um, because for every single different type of product

1335
01:16:44.205 --> 01:16:47.935
that they, that they have, for example, sheds, um, pants,

1336
01:16:49.155 --> 01:16:51.695
um, you know, toys like

1337
01:16:52.305 --> 01:16:55.175
Kmart sells everything pretty much, um,

1338
01:16:55.715 --> 01:16:58.735
for every single different type of inventory product

1339
01:16:58.805 --> 01:17:00.975
that they have, there'll be a different set

1340
01:17:01.075 --> 01:17:02.095
of inventory cards.

1341
01:17:02.155 --> 01:17:04.975
And then even just within that set, there'll be so many,

1342
01:17:05.085 --> 01:17:08.175
like there'll be, you have to, um, do a separate one

1343
01:17:08.195 --> 01:17:11.325
for each different color, for each different size,

1344
01:17:11.745 --> 01:17:13.525
for each different type of fabric.

1345
01:17:13.795 --> 01:17:18.285
Like, there, there will just be so many, um, imagery cards.

1346
01:17:19.145 --> 01:17:22.485
Um, but obviously when we think about smaller businesses,

1347
01:17:22.745 --> 01:17:24.165
um, that might not be true.

1348
01:17:24.665 --> 01:17:29.365
Um, for example, I don't know a business

1349
01:17:29.365 --> 01:17:32.525
that makes, um, all of the clothes that it sells,

1350
01:17:32.525 --> 01:17:34.285
for example, like a crocheting business.

1351
01:17:34.945 --> 01:17:38.935
Um, because the business is making it themselves

1352
01:17:39.075 --> 01:17:43.065
and then selling it, um, it's not gonna have as much, um,

1353
01:17:43.095 --> 01:17:45.465
inventory stock, uh, as much of a range.

1354
01:17:46.045 --> 01:17:49.185
But it's also possible for a small business

1355
01:17:49.205 --> 01:17:51.425
to still have a really big range of products.

1356
01:17:51.485 --> 01:17:54.225
For example, think about those like small businesses

1357
01:17:54.225 --> 01:17:55.785
that are kind of like $2 shops.

1358
01:17:55.785 --> 01:17:57.985
Like they kind of sell everything.

1359
01:17:58.325 --> 01:17:59.665
Um, like that's the whole appeal

1360
01:17:59.765 --> 01:18:01.825
of a $2 shop is like you can walk in

1361
01:18:01.825 --> 01:18:05.865
and find almost anything and spend, you know, only $2.

1362
01:18:06.645 --> 01:18:10.465
Um, but you know, they still have a really large range

1363
01:18:10.465 --> 01:18:13.905
of products, but really those $2 shops are small businesses.

1364
01:18:13.905 --> 01:18:15.385
You know, they're run by locals.

1365
01:18:16.005 --> 01:18:19.705
Um, but yeah, most, most likely, um,

1366
01:18:19.945 --> 01:18:22.265
a small business will have a very specific

1367
01:18:22.335 --> 01:18:23.545
type of imagery that they sell.

1368
01:18:23.825 --> 01:18:27.505
Like you won't find, well with exceptions, obviously,

1369
01:18:27.525 --> 01:18:30.385
but you won't tend to find a small business

1370
01:18:30.385 --> 01:18:31.985
that sells kind of everything.

1371
01:18:32.485 --> 01:18:36.015
Um, for example, you might have, um, a small business

1372
01:18:36.015 --> 01:18:37.695
that sells gardening supplies

1373
01:18:37.875 --> 01:18:42.015
or a small business that sells chairs, like different types

1374
01:18:42.015 --> 01:18:45.175
of chairs and couches, but that's just for example.

1375
01:18:47.475 --> 01:18:51.485
So yeah, depending on how big, uh,

1376
01:18:51.685 --> 01:18:54.725
a business's inventory range is, um,

1377
01:18:55.615 --> 01:18:58.565
there can be a lot of inventory cards that the business has

1378
01:18:58.565 --> 01:19:00.445
to keep track of.

1379
01:19:02.175 --> 01:19:04.905
Okay, so now we'll break down the image,

1380
01:19:04.965 --> 01:19:06.945
the actual columns of the imagery card.

1381
01:19:07.565 --> 01:19:10.225
So the first column in the image card is date.

1382
01:19:10.405 --> 01:19:12.985
So under this we write the transaction date.

1383
01:19:13.125 --> 01:19:15.545
So, um, the day and month.

1384
01:19:17.045 --> 01:19:18.665
The next column is details.

1385
01:19:18.805 --> 01:19:21.785
So under details, we write the source document

1386
01:19:21.815 --> 01:19:23.545
that verifies the transaction.

1387
01:19:23.605 --> 01:19:26.225
So for example, this could be invoice 12

1388
01:19:26.445 --> 01:19:28.545
or receipt four, or memo eight.

1389
01:19:30.315 --> 01:19:33.935
The next section of columns is the in column.

1390
01:19:34.515 --> 01:19:37.215
And within the in column, uh, we enter transactions

1391
01:19:37.215 --> 01:19:41.055
that involve inventory that is coming into the business.

1392
01:19:41.155 --> 01:19:43.375
So for example, when we purchase inventory,

1393
01:19:43.825 --> 01:19:46.655
we're spending money and we're getting more inventory so

1394
01:19:46.655 --> 01:19:48.495
that inventory that we're purchasing is

1395
01:19:48.495 --> 01:19:49.735
coming into the business.

1396
01:19:50.615 --> 01:19:51.835
Um, so if that makes sense.

1397
01:19:52.875 --> 01:19:54.375
And then within that, in column,

1398
01:19:54.725 --> 01:19:57.495
it's broken up into three sub columns.

1399
01:19:58.115 --> 01:20:01.615
Um, so we have to enter the quantity, which is the number

1400
01:20:01.615 --> 01:20:05.375
of items, the cost, which is the cost per item,

1401
01:20:06.035 --> 01:20:10.365
and the total, which is the total price of that inventory

1402
01:20:10.365 --> 01:20:11.725
that is coming into the business.

1403
01:20:11.725 --> 01:20:13.725
So for example, with a purchase of inventory,

1404
01:20:13.735 --> 01:20:17.285
let's say we're purchasing, you know, five shirts, um,

1405
01:20:17.285 --> 01:20:21.005
five extra large blue shirts, each shirt cost $10.

1406
01:20:21.065 --> 01:20:22.205
And so the total is $50.

1407
01:20:22.225 --> 01:20:26.685
So you would do quantity 10, cost $5,

1408
01:20:26.895 --> 01:20:31.175
total $50, or no, I think it was the other way around.

1409
01:20:31.245 --> 01:20:33.775
Five s***s for $10 or whatever it was.

1410
01:20:34.575 --> 01:20:35.615
I don't remember what I said.

1411
01:20:36.915 --> 01:20:39.535
So yeah, that's, you get the point, like it's quantity,

1412
01:20:39.805 --> 01:20:42.455
cost per item and total cost for all of the items.

1413
01:20:44.755 --> 01:20:47.535
And then it's kind of similar with the out column.

1414
01:20:47.675 --> 01:20:50.375
So the out column is used for transactions

1415
01:20:50.375 --> 01:20:53.335
that involve inventory leaving the business.

1416
01:20:53.435 --> 01:20:56.455
So for example, when we sell inventory, um,

1417
01:20:56.635 --> 01:20:59.135
or even drawings like the owner taking inventory out

1418
01:20:59.135 --> 01:21:02.175
of the business with both of the both of those transaction,

1419
01:21:03.075 --> 01:21:07.015
um, transactions, it involves inventory leaving the business

1420
01:21:07.115 --> 01:21:10.495
to go to you know, that customer or to go to the owner.

1421
01:21:11.355 --> 01:21:15.175
Um, and then again, it's broken up into three sub columns.

1422
01:21:15.175 --> 01:21:17.615
So we enter the quantity cost per item

1423
01:21:17.755 --> 01:21:21.935
and total cost of the inventory going out of the business.

1424
01:21:22.995 --> 01:21:25.215
And then the final column is the balance column.

1425
01:21:25.355 --> 01:21:27.735
And this is where we record the inventory

1426
01:21:27.735 --> 01:21:30.055
that the business has left on hand.

1427
01:21:30.235 --> 01:21:33.255
So after the inventory is coming in or

1428
01:21:33.305 --> 01:21:35.255
after the inventory is going out,

1429
01:21:35.645 --> 01:21:38.335
what is the remaining balance that the bus, the,

1430
01:21:38.335 --> 01:21:41.565
the business has in their store

1431
01:21:41.785 --> 01:21:45.045
or, um, kind of that the business has remaining.

1432
01:21:45.705 --> 01:21:49.045
Um, and again, we write the quantity, um, the number

1433
01:21:49.045 --> 01:21:51.125
of items, the cost per item,

1434
01:21:51.345 --> 01:21:54.205
and the total cost of all of the imagery

1435
01:21:54.205 --> 01:21:56.285
that the business has remaining on hand.

1436
01:21:59.525 --> 01:22:01.855
Okay, this is something that is super,

1437
01:22:02.025 --> 01:22:04.615
super important when it comes to inventory cards.

1438
01:22:04.725 --> 01:22:06.415
It's really, really important to note

1439
01:22:06.725 --> 01:22:09.615
that all prices in the inventory card

1440
01:22:09.915 --> 01:22:13.295
and every single inventory card, um, are cost prices.

1441
01:22:13.715 --> 01:22:16.215
Um, and they don't include any GST.

1442
01:22:16.995 --> 01:22:20.145
Um, and then again, um,

1443
01:22:20.875 --> 01:22:23.305
there are different imagery cards for each inventory line.

1444
01:22:24.045 --> 01:22:26.225
So it's really, really important that you remember

1445
01:22:26.225 --> 01:22:29.545
that when we are entering transactions in the imagery card,

1446
01:22:29.885 --> 01:22:32.785
we always enter cost prices, never selling prices.

1447
01:22:32.935 --> 01:22:35.425
Even if we're recording a sale of inventory,

1448
01:22:35.835 --> 01:22:38.305
which obviously involves going out of the business,

1449
01:22:38.365 --> 01:22:41.145
we would never, ever write the selling price

1450
01:22:41.365 --> 01:22:42.545
in the imagery card.

1451
01:22:43.005 --> 01:22:44.905
Uh, we only would write the cost price.

1452
01:22:45.855 --> 01:22:49.435
So this means there are no selling prices in card

1453
01:22:49.535 --> 01:22:51.595
and all of the prices, even the cost prices

1454
01:22:52.255 --> 01:22:53.915
are excluding GST.

1455
01:22:53.975 --> 01:22:57.035
So we never include GST in any of the amounts.

1456
01:22:59.455 --> 01:23:02.275
And one of the easiest mistakes that people make

1457
01:23:02.305 --> 01:23:05.725
with imagery cards is to include a selling price

1458
01:23:05.945 --> 01:23:08.405
or to include the GST of the price.

1459
01:23:08.905 --> 01:23:10.845
So that's really, really important to remember.

1460
01:23:12.085 --> 01:23:13.575
Okay, now that we've gone through that,

1461
01:23:14.065 --> 01:23:15.455
let's do an example together.

1462
01:23:15.715 --> 01:23:16.895
So here's our example.

1463
01:23:17.665 --> 01:23:19.295
We're recording for the month of February.

1464
01:23:19.515 --> 01:23:21.535
So because of that, it's telling us that

1465
01:23:22.195 --> 01:23:26.175
the opening balance at the start of February, um,

1466
01:23:26.875 --> 01:23:28.575
or at the start of the reporting period

1467
01:23:28.915 --> 01:23:32.935
and that opening balance is 20 extra large blue shirts each

1468
01:23:32.935 --> 01:23:34.415
valued at $10.

1469
01:23:35.605 --> 01:23:36.785
So the first thing we need

1470
01:23:36.785 --> 01:23:40.745
to do is enter this opening balance into the imagery card.

1471
01:23:41.765 --> 01:23:44.305
So under date, we would write February 1st,

1472
01:23:44.705 --> 01:23:45.785
'cause it's the opening balance.

1473
01:23:45.805 --> 01:23:47.065
So it's the start of the period,

1474
01:23:47.065 --> 01:23:48.305
which is the first of the month.

1475
01:23:49.085 --> 01:23:52.185
And then under balance, um, sorry, under

1476
01:23:54.325 --> 01:23:57.135
details we have balance 'cause it's opening balance.

1477
01:23:57.675 --> 01:24:00.935
And then under the balance column we have the quantity cost

1478
01:24:00.955 --> 01:24:03.135
and total price of the shares on hand.

1479
01:24:03.555 --> 01:24:06.095
And that's 20 shares at $10 each,

1480
01:24:06.095 --> 01:24:08.055
which is a total price of $200.

1481
01:24:09.595 --> 01:24:11.935
So again, to get the total, we

1482
01:24:12.535 --> 01:24:14.695
multiply quantity by cost.

1483
01:24:18.795 --> 01:24:19.925
It's important to note that under

1484
01:24:19.925 --> 01:24:20.965
detail, I've written balance.

1485
01:24:21.385 --> 01:24:24.285
Um, so I know I told you that the details column is

1486
01:24:24.285 --> 01:24:25.365
for source documents,

1487
01:24:25.625 --> 01:24:27.845
but this is one example of an exception to that.

1488
01:24:27.865 --> 01:24:30.325
So when we're recording a transaction,

1489
01:24:30.495 --> 01:24:33.005
we'll write the source document under details, but

1490
01:24:33.005 --> 01:24:36.125
because we're only entering an opening balance in this case,

1491
01:24:36.125 --> 01:24:38.085
which is not a transaction, we write balance.

1492
01:24:38.225 --> 01:24:41.565
And this only applies for opening balances.

1493
01:24:43.555 --> 01:24:46.525
Okay, here's the next example.

1494
01:24:46.665 --> 01:24:49.045
So we have our first transaction of the month.

1495
01:24:49.185 --> 01:24:52.605
So on February 4th, um, is the first transaction

1496
01:24:52.605 --> 01:24:54.725
of the month that involves this specific item.

1497
01:24:54.785 --> 01:24:57.685
So this doesn't mean that this is the first transaction

1498
01:24:57.685 --> 01:24:58.845
of the entire month.

1499
01:24:59.235 --> 01:25:00.845
It's only the first transaction

1500
01:25:00.925 --> 01:25:02.685
that involves extra large blue s***s,

1501
01:25:02.745 --> 01:25:04.405
say on the 2nd of February.

1502
01:25:04.425 --> 01:25:07.085
The business sold a whole bunch of green s***s,

1503
01:25:07.145 --> 01:25:10.285
but unfortunately this imagery card is only talking about

1504
01:25:10.375 --> 01:25:11.685
extra large blue s***s.

1505
01:25:11.985 --> 01:25:13.965
So we only write a, uh,

1506
01:25:13.985 --> 01:25:17.325
we will only enter a transaction into this imagery card if

1507
01:25:17.325 --> 01:25:19.485
it involves extra large blue s***s.

1508
01:25:21.055 --> 01:25:23.585
Okay? And this specific transaction is

1509
01:25:23.585 --> 01:25:27.945
that the business has purchased 25 extra large blue shirts

1510
01:25:28.445 --> 01:25:29.825
for $10 per share.

1511
01:25:30.625 --> 01:25:33.205
And you can see that they've given us the source document

1512
01:25:33.275 --> 01:25:36.725
used to verify this transaction, which is invoice 101.

1513
01:25:38.505 --> 01:25:40.205
And when we enter this transaction,

1514
01:25:40.235 --> 01:25:41.525
this is what it looks like.

1515
01:25:41.785 --> 01:25:44.045
So under date is the transaction date,

1516
01:25:44.095 --> 01:25:45.405
which is February 4th.

1517
01:25:45.935 --> 01:25:50.085
Under details is invoice 101, which is the source document

1518
01:25:50.115 --> 01:25:51.925
that verifies the transaction.

1519
01:25:52.705 --> 01:25:54.565
And because this is a purchase,

1520
01:25:54.585 --> 01:25:57.445
it involves inventory coming into the business.

1521
01:25:57.945 --> 01:26:00.285
So it goes into the end column.

1522
01:26:01.385 --> 01:26:04.165
And under the end column, we've recorded the quantity

1523
01:26:04.875 --> 01:26:09.165
cost per share, and total price of the inventory purchased.

1524
01:26:09.625 --> 01:26:14.005
So 25 shares at $10 each, which is a total cost price

1525
01:26:14.145 --> 01:26:15.925
of $250.

1526
01:26:16.065 --> 01:26:19.645
And note that all of these prices are cost prices

1527
01:26:19.945 --> 01:26:22.245
and they do not include GST.

1528
01:26:23.065 --> 01:26:26.205
So you can see in the question it says plus GST, so

1529
01:26:26.205 --> 01:26:28.485
that would be $11 including GST,

1530
01:26:28.485 --> 01:26:30.605
but in this case, we're not including GST.

1531
01:26:33.235 --> 01:26:34.855
And again, this goes back

1532
01:26:34.855 --> 01:26:38.455
to the main rules about prices in the imagery card, which is

1533
01:26:38.455 --> 01:26:42.215
that it's always cost prices and never includes GST.

1534
01:26:43.625 --> 01:26:46.005
And finally, in the balance column, you can see

1535
01:26:46.005 --> 01:26:48.885
that the balance of inventory on hand has changed.

1536
01:26:49.075 --> 01:26:53.565
It's been updated, so it's gone from 20 shares to 45 shares.

1537
01:26:54.065 --> 01:26:57.125
So inventory that has come into the business has been added

1538
01:26:57.385 --> 01:26:58.605
on to the balance.

1539
01:27:00.525 --> 01:27:02.895
Okay, moving on. Here's our second transaction

1540
01:27:02.895 --> 01:27:05.255
for the period that involves extra large blue sheds.

1541
01:27:05.595 --> 01:27:08.535
So on the 7th of February, the business sold five

1542
01:27:08.595 --> 01:27:13.135
of these sheds for a total selling price of $165,

1543
01:27:13.135 --> 01:27:14.375
including GST.

1544
01:27:14.995 --> 01:27:16.095
And the source document

1545
01:27:16.095 --> 01:27:19.495
that verifies this transaction is receipt 13.

1546
01:27:23.075 --> 01:27:24.815
And this is what that entry looks like.

1547
01:27:26.145 --> 01:27:30.125
So the transaction date seventh Feb is written under date

1548
01:27:30.625 --> 01:27:32.685
and under details is receipt 13.

1549
01:27:32.715 --> 01:27:34.365
That verifies the transaction.

1550
01:27:35.515 --> 01:27:38.295
The transaction has been entered into the out column

1551
01:27:38.515 --> 01:27:40.935
of the card because sales

1552
01:27:41.035 --> 01:27:44.095
of inventory involve inventory leaving the business

1553
01:27:44.195 --> 01:27:46.335
or inventory going out of the business.

1554
01:27:47.705 --> 01:27:50.415
Under the out column, we've recorded the quantity

1555
01:27:51.005 --> 01:27:54.375
cost per share and total price of the inventory sold.

1556
01:27:54.795 --> 01:27:57.775
So that's five shares at $10 per shed,

1557
01:27:57.775 --> 01:28:00.335
which is a total price of $50.

1558
01:28:02.005 --> 01:28:06.345
And the question tells us that the sheds sold for $150,

1559
01:28:06.575 --> 01:28:09.785
excluding GST, which is, um, a

1560
01:28:11.675 --> 01:28:14.125
selling price of $30 per she.

1561
01:28:14.905 --> 01:28:17.285
Um, but this price is not included in the

1562
01:28:17.285 --> 01:28:18.325
imagery cart at all.

1563
01:28:18.665 --> 01:28:21.245
And that's 'cause we have to use the cost price

1564
01:28:21.345 --> 01:28:23.845
of the shares, which is $10 per share.

1565
01:28:24.205 --> 01:28:27.325
'cause again, remember cost prices, no GST.

1566
01:28:29.205 --> 01:28:31.545
And again, the balance column has been updated.

1567
01:28:31.655 --> 01:28:34.145
It's gone from 45 shares down

1568
01:28:34.885 --> 01:28:36.785
to 40 shares on hand.

1569
01:28:37.725 --> 01:28:40.145
So the imagery that has left the business

1570
01:28:40.285 --> 01:28:42.385
or the imagery that has gone out

1571
01:28:42.385 --> 01:28:45.745
of the business has been subtracted from the balance

1572
01:28:45.805 --> 01:28:47.265
of inventory on hand.

1573
01:28:50.655 --> 01:28:52.535
A lot of the time, the cost prices

1574
01:28:52.595 --> 01:28:54.535
of inventory don't just stay the same.

1575
01:28:55.125 --> 01:28:56.255
They actually change.

1576
01:28:56.915 --> 01:28:59.135
And this can be due to higher demand

1577
01:28:59.315 --> 01:29:00.815
or suppliers having sales.

1578
01:29:01.465 --> 01:29:04.965
Um, and when there are different cost prices, it has

1579
01:29:04.965 --> 01:29:07.845
to be listed separately in the inventory card.

1580
01:29:08.505 --> 01:29:11.165
So let's go back to our example from before.

1581
01:29:11.585 --> 01:29:13.925
We still have the exact same opening balance

1582
01:29:14.105 --> 01:29:15.245
of inventory on hand.

1583
01:29:15.265 --> 01:29:19.925
So we still have 20 extra large blue shares at $10 per share

1584
01:29:20.025 --> 01:29:22.205
and a total opening balance of $200.

1585
01:29:24.105 --> 01:29:25.515
This time though, our first

1586
01:29:25.515 --> 01:29:27.155
transaction has changed slightly.

1587
01:29:27.415 --> 01:29:30.515
So the business has purchased 25 shares

1588
01:29:30.655 --> 01:29:32.475
for $15 per share,

1589
01:29:33.015 --> 01:29:35.675
and you can see that this is a change in cost price,

1590
01:29:35.815 --> 01:29:36.915
it has increased.

1591
01:29:37.495 --> 01:29:39.955
Um, the cost price of these extra large blue shares has

1592
01:29:39.955 --> 01:29:43.635
increased from $10 per share to $15 per share.

1593
01:29:43.655 --> 01:29:46.355
And this just might be the supplier has decided

1594
01:29:46.415 --> 01:29:49.035
to increase their selling prices, um,

1595
01:29:49.035 --> 01:29:50.755
because there's a high demand

1596
01:29:50.935 --> 01:29:52.555
for their extra large blue shares.

1597
01:29:52.555 --> 01:29:54.635
It's a popular item. So they've decided

1598
01:29:54.635 --> 01:29:57.315
to start charging more for extra large blue sheets.

1599
01:29:57.335 --> 01:30:00.395
And as a result, um, you, as the business has,

1600
01:30:00.575 --> 01:30:04.155
you can either choose to keep buying from that same supplier

1601
01:30:04.215 --> 01:30:07.315
and just cop the extra, um, cost price

1602
01:30:07.575 --> 01:30:10.235
or you can decide to look for a cheaper supplier.

1603
01:30:10.325 --> 01:30:11.915
Those are pretty much your only options.

1604
01:30:12.775 --> 01:30:15.555
Um, but in this case, obviously the business has chosen

1605
01:30:15.695 --> 01:30:18.635
to keep purchasing from the supplier even

1606
01:30:18.825 --> 01:30:22.815
with the increased, um, price of the inventory.

1607
01:30:24.245 --> 01:30:27.445
Okay? And now this is how we enter

1608
01:30:27.445 --> 01:30:29.525
that transaction into the inventory card.

1609
01:30:30.025 --> 01:30:32.245
So under date, similarly to what we did

1610
01:30:32.245 --> 01:30:34.645
before, under date is February 4th.

1611
01:30:34.745 --> 01:30:37.045
And under details is invoice 101.

1612
01:30:37.045 --> 01:30:39.805
That's the exact same as the last time we did this example.

1613
01:30:40.585 --> 01:30:43.725
Um, the transaction still goes in the in column

1614
01:30:43.725 --> 01:30:45.125
because it's a purchase.

1615
01:30:45.265 --> 01:30:47.445
So inventory is coming into the business.

1616
01:30:47.985 --> 01:30:49.325
The quantity cost and total

1617
01:30:49.385 --> 01:30:51.405
of the inventory coming in is recorded,

1618
01:30:51.455 --> 01:30:54.965
which is 25 shares at $15 per share

1619
01:30:55.025 --> 01:30:57.165
and a total of $375.

1620
01:30:57.865 --> 01:31:00.925
But the main difference is under the balance column.

1621
01:31:01.625 --> 01:31:03.965
Um, so there are two lines for the balance

1622
01:31:03.985 --> 01:31:05.205
of inventory on hand.

1623
01:31:05.585 --> 01:31:08.165
The two cost prices have been listed separately.

1624
01:31:08.225 --> 01:31:11.965
So we have kind of two batches of infantry.

1625
01:31:11.985 --> 01:31:15.205
So we have the first batch that we already had on hand,

1626
01:31:15.205 --> 01:31:17.405
which is 20 extra large blue shares

1627
01:31:17.555 --> 01:31:20.885
that were valued at $10 per share for a total of $200.

1628
01:31:21.305 --> 01:31:23.605
And we have the second batch of inventory,

1629
01:31:23.605 --> 01:31:27.445
which is 25 shares at $15 per share for a total

1630
01:31:27.665 --> 01:31:30.485
of $375.

1631
01:31:46.165 --> 01:31:49.815
Okay, so when cost prices are changing,

1632
01:31:50.225 --> 01:31:54.135
there are two methods that we can use to allocate the cost

1633
01:31:54.155 --> 01:31:56.215
of inventory leaving the business.

1634
01:31:56.755 --> 01:31:58.455
The first one is identified cost.

1635
01:31:58.515 --> 01:32:01.765
And the second, second one is first in first out

1636
01:32:01.905 --> 01:32:06.775
or FIFO if a business

1637
01:32:07.005 --> 01:32:10.415
chooses identified cost, every single item

1638
01:32:10.645 --> 01:32:12.535
that the business has on hand.

1639
01:32:12.635 --> 01:32:16.735
So every single individual, um, physical product

1640
01:32:17.315 --> 01:32:20.855
the business has in their store that they're intending

1641
01:32:20.855 --> 01:32:25.055
to sell, um, must be labeled in some way

1642
01:32:25.085 --> 01:32:26.655
that is identifiable.

1643
01:32:27.355 --> 01:32:30.495
So probably the most common example of this

1644
01:32:30.495 --> 01:32:34.695
that you might have seen in stores is having tags on, um,

1645
01:32:34.965 --> 01:32:39.615
certain items or even having stickers that have barcodes.

1646
01:32:40.635 --> 01:32:43.655
Um, so when inventory has barcodes,

1647
01:32:43.955 --> 01:32:48.375
the business can identify the exact cost price of that

1648
01:32:48.895 --> 01:32:52.615
specific, um, physical product whenever an item is sold.

1649
01:32:52.795 --> 01:32:54.215
So for example, um,

1650
01:32:54.425 --> 01:32:58.135
every time they sell an extra large blue s**t, um,

1651
01:32:58.285 --> 01:32:59.495
they will take the s**t

1652
01:32:59.555 --> 01:33:03.175
and then the cashier will scan the barcode on the tag.

1653
01:33:03.835 --> 01:33:08.215
And then, um, that barcode will tell the computer system

1654
01:33:08.235 --> 01:33:11.335
of the business that, um, this extra large blue s**t

1655
01:33:12.005 --> 01:33:13.885
cost $15.

1656
01:33:14.385 --> 01:33:17.005
Um, and so that particular sale,

1657
01:33:17.345 --> 01:33:21.045
you'll record the cost price at $15 instead of trying

1658
01:33:21.045 --> 01:33:22.125
to guess the cost price

1659
01:33:22.275 --> 01:33:25.605
because obviously in your inventory card you have multiple

1660
01:33:25.605 --> 01:33:29.045
batches of inventory, so you're not, um,

1661
01:33:29.045 --> 01:33:30.805
you're not too sure about which batch.

1662
01:33:30.825 --> 01:33:34.205
But if you have barcodes, you can actually, um,

1663
01:33:35.405 --> 01:33:37.605
accurately tell what the cost price is.

1664
01:33:40.445 --> 01:33:42.785
And for identified cost questions,

1665
01:33:43.005 --> 01:33:46.345
you'll be told the cost price as part of the question.

1666
01:33:46.925 --> 01:33:49.985
So you can see an example of this where a sale has occurred,

1667
01:33:49.985 --> 01:33:53.185
and the question is telling us the exact cost,

1668
01:33:53.185 --> 01:33:54.305
price of the inventory.

1669
01:33:54.325 --> 01:33:58.105
So here's an example. It says, um, on the 4th of February,

1670
01:33:58.125 --> 01:34:00.945
the business has sold five shares for 165,

1671
01:34:00.965 --> 01:34:02.905
and it says the cost price

1672
01:34:03.045 --> 01:34:05.665
of the five shares was $15 per share.

1673
01:34:05.765 --> 01:34:10.665
So when we have a question, an inventory question, that is

1674
01:34:10.995 --> 01:34:14.265
where the business is using the identified cost method,

1675
01:34:14.415 --> 01:34:15.945
it's a little bit easier for you guys

1676
01:34:15.945 --> 01:34:19.785
because the question will just straight up tell you, um,

1677
01:34:20.445 --> 01:34:23.385
the cost price of the item that is being sold,

1678
01:34:24.115 --> 01:34:27.945
which is a lot easier, um, for when you have to

1679
01:34:29.355 --> 01:34:31.295
record in the inventory card

1680
01:34:33.915 --> 01:34:36.055
and obviously identified cost, um,

1681
01:34:36.115 --> 01:34:38.375
as a method is very, very accurate.

1682
01:34:38.915 --> 01:34:41.895
Um, and so most of the time it's preferred

1683
01:34:41.895 --> 01:34:44.695
because you are gonna have your records

1684
01:34:45.035 --> 01:34:48.815
and your reports being as accurate as possible, right?

1685
01:34:48.815 --> 01:34:51.055
Because you are using labeling

1686
01:34:51.155 --> 01:34:54.655
and barcodes to ensure that when you are selling a product,

1687
01:34:54.995 --> 01:34:58.205
you are recording the correct cost price of that product.

1688
01:34:59.035 --> 01:35:03.005
However, um, even though the method is very, very accurate,

1689
01:35:03.005 --> 01:35:05.765
sometimes it's just not possible for the business

1690
01:35:05.765 --> 01:35:07.325
to use identified cost.

1691
01:35:08.585 --> 01:35:12.805
So for example, if a business has inventory that's really,

1692
01:35:12.805 --> 01:35:15.685
really small, so for example, um,

1693
01:35:17.405 --> 01:35:18.565
a hardware store, right?

1694
01:35:18.635 --> 01:35:20.325
Like for example like Bunnings,

1695
01:35:20.325 --> 01:35:23.035
but obviously a smaller version of Bunnings,

1696
01:35:23.035 --> 01:35:25.035
Bunnings is a huge, huge store.

1697
01:35:25.535 --> 01:35:28.955
Um, think of like a small business that sells like hardware,

1698
01:35:28.985 --> 01:35:33.665
like, um, specifically they sell like drills and drill bits

1699
01:35:33.665 --> 01:35:37.785
and they sell like nails and screws and like nuts and bolts.

1700
01:35:38.045 --> 01:35:41.065
So obviously like nails and screws are really, really small.

1701
01:35:41.365 --> 01:35:45.225
Um, they're really, really tiny, um, and fiddly.

1702
01:35:45.605 --> 01:35:48.385
And so, you know, sometimes like they're so small,

1703
01:35:48.415 --> 01:35:51.345
it's just impossible to put a sticker

1704
01:35:51.445 --> 01:35:55.745
or a tag on every single individual nail.

1705
01:35:56.045 --> 01:35:57.705
Or maybe it is possible,

1706
01:35:57.735 --> 01:36:00.865
like technically you could get someone to sit there

1707
01:36:00.885 --> 01:36:04.305
and sort through like 5,000 screws

1708
01:36:04.485 --> 01:36:07.505
and stick a tag to each individual screw.

1709
01:36:08.205 --> 01:36:12.385
Um, but you know, is that really

1710
01:36:12.955 --> 01:36:14.585
ideal for the business?

1711
01:36:15.245 --> 01:36:19.745
So sometimes even if it is possible for the business

1712
01:36:20.485 --> 01:36:24.545
to individually label every single, um, item of inventory,

1713
01:36:25.245 --> 01:36:27.625
um, the business owner might decide

1714
01:36:27.655 --> 01:36:30.665
that it's not worth the time and cost

1715
01:36:30.665 --> 01:36:34.785
because obviously, um, when a business decides

1716
01:36:34.785 --> 01:36:36.305
to use the identified cost method

1717
01:36:36.365 --> 01:36:39.425
and they decide, okay, we're gonna add a tag

1718
01:36:39.645 --> 01:36:43.945
and a sticker to every single, um, item of inventory

1719
01:36:43.945 --> 01:36:46.305
that we're selling, that's not just gonna magically happen.

1720
01:36:46.375 --> 01:36:50.785
They have to, you know, um, get one of their employees

1721
01:36:51.205 --> 01:36:53.225
to sit and add a tag

1722
01:36:53.325 --> 01:36:57.105
or add a sticker on to their inventory.

1723
01:36:57.325 --> 01:37:00.465
And that will you, you know, you have to pay that employee

1724
01:37:00.725 --> 01:37:04.025
for those hours where they're just sitting there sticking,

1725
01:37:04.525 --> 01:37:08.225
um, tags and labels onto your inventory.

1726
01:37:09.005 --> 01:37:13.105
Um, which sometimes depending on, you know, your range

1727
01:37:13.125 --> 01:37:16.425
of inventory, how much inventory you have, sometimes

1728
01:37:16.425 --> 01:37:18.945
that could take hours and hours and hours worth of time,

1729
01:37:19.565 --> 01:37:22.665
and the business might decide, um, you know, that time

1730
01:37:23.045 --> 01:37:26.665
and the cost that you are putting into paying that employee

1731
01:37:26.805 --> 01:37:30.705
to sit there and label these inventory items, um, that time

1732
01:37:30.725 --> 01:37:34.825
and cost could be put into other areas of the business

1733
01:37:35.005 --> 01:37:37.785
or, you know, that employee could be doing something else

1734
01:37:37.965 --> 01:37:40.705
that's much more beneficial to the business instead

1735
01:37:40.705 --> 01:37:45.305
of sitting there for like seven hours just adding, um, tags

1736
01:37:45.305 --> 01:37:46.785
and labels onto inventory.

1737
01:37:47.445 --> 01:37:51.545
Um, and so the business owner makes the executive decision

1738
01:37:51.655 --> 01:37:54.905
that it's just not worth it to use identified cost.

1739
01:37:55.845 --> 01:37:58.705
But like I said, you know, in an ideal world,

1740
01:37:58.875 --> 01:38:01.705
every single business would be able to use identified cost

1741
01:38:01.705 --> 01:38:04.945
because it's the most accurate method you're gonna have, um,

1742
01:38:05.995 --> 01:38:10.775
the specific cost price of every single, um, product

1743
01:38:10.845 --> 01:38:14.055
that you're selling, which is, you know, way more accurate.

1744
01:38:14.635 --> 01:38:17.775
Um, but the problem with identified cost is it's either

1745
01:38:17.965 --> 01:38:19.535
sometimes not possible.

1746
01:38:20.315 --> 01:38:23.835
Um, and in other cases it's just

1747
01:38:24.055 --> 01:38:25.355
not practical.

1748
01:38:25.505 --> 01:38:28.155
It's just not, um, yeah,

1749
01:38:28.155 --> 01:38:29.635
it's just not worth it for the business.

1750
01:38:32.235 --> 01:38:36.095
So at the end of the day, it ultimately is up

1751
01:38:36.095 --> 01:38:38.535
to the business owner about whether they think

1752
01:38:39.415 --> 01:38:41.335
identified cost is worth implementing.

1753
01:38:41.755 --> 01:38:44.255
So, you know, sometimes, um, you know,

1754
01:38:44.295 --> 01:38:46.815
a business really shouldn't be using identified cost

1755
01:38:46.815 --> 01:38:49.495
because it's taking, you know, them hours and hours

1756
01:38:49.515 --> 01:38:52.215
and hours to individually label every

1757
01:38:52.215 --> 01:38:53.455
single item of inventory.

1758
01:38:53.555 --> 01:38:57.055
But if the business owner wants, you know, a really, really

1759
01:38:57.575 --> 01:38:59.655
accurate, um, inventory card

1760
01:38:59.755 --> 01:39:02.375
and they want to know like

1761
01:39:03.115 --> 01:39:06.335
100% without a doubt what the, um,

1762
01:39:08.095 --> 01:39:11.305
cost of sales and cost of good sold is, then

1763
01:39:11.445 --> 01:39:13.065
that's up to the business owner.

1764
01:39:13.215 --> 01:39:16.785
They, it's their prerogative to decide whether they want

1765
01:39:16.785 --> 01:39:18.025
to use identified cost.

1766
01:39:19.685 --> 01:39:23.305
But in the case where identified cost isn't used either

1767
01:39:23.305 --> 01:39:24.505
because it's not possible

1768
01:39:24.525 --> 01:39:26.385
or it's not worth it, um,

1769
01:39:26.525 --> 01:39:29.905
we will instead use first in first out or FIFO.

1770
01:39:30.415 --> 01:39:32.585
Okay, before I tell you, even

1771
01:39:32.685 --> 01:39:35.385
before I even tell you what FIFO is, um,

1772
01:39:35.565 --> 01:39:38.825
the most important thing to remember with FIFO is

1773
01:39:38.825 --> 01:39:40.145
that it's an assumption.

1774
01:39:40.885 --> 01:39:42.305
So with identified cost,

1775
01:39:42.705 --> 01:39:45.945
identified cost is an assumption identified cost is just you

1776
01:39:45.965 --> 01:39:49.825
put a sticker on every single i, um, item of inventory,

1777
01:39:49.925 --> 01:39:52.385
and then as it's sold, you scan the sticker,

1778
01:39:52.405 --> 01:39:54.625
you scan the barcode, or you scan the tag

1779
01:39:54.645 --> 01:39:56.185
or you scan the label or whatever

1780
01:39:56.725 --> 01:39:58.505
and it'll tell you on the screen,

1781
01:39:59.095 --> 01:40:02.385
this shared cost this much money,

1782
01:40:02.455 --> 01:40:04.145
this was the cost price of this s**t.

1783
01:40:04.525 --> 01:40:08.145
And you write that down in your inventory card

1784
01:40:09.335 --> 01:40:10.985
with first in fest out.

1785
01:40:11.215 --> 01:40:12.265
There's nothing like that.

1786
01:40:12.485 --> 01:40:16.145
It is literally just an assumption that we're making.

1787
01:40:16.645 --> 01:40:20.105
So when we use first in Fest out, we assume

1788
01:40:20.615 --> 01:40:24.785
that the inventory that was purchased first is sold first.

1789
01:40:25.335 --> 01:40:28.345
This doesn't mean that this is what actually happens,

1790
01:40:28.925 --> 01:40:31.305
but this is what we assume happens.

1791
01:40:31.965 --> 01:40:35.785
So probably the biggest mistake

1792
01:40:35.935 --> 01:40:39.145
that people make with um, questions like this

1793
01:40:39.295 --> 01:40:42.065
with cost allocation methods is they think

1794
01:40:42.065 --> 01:40:44.185
that if a business uses first

1795
01:40:44.205 --> 01:40:46.465
and first out, that means that all

1796
01:40:46.465 --> 01:40:48.705
of their old inventory is sold first.

1797
01:40:48.925 --> 01:40:53.505
That's not true. All it means is from the standpoint

1798
01:40:53.845 --> 01:40:58.265
of us, the accountant, we are assuming,

1799
01:40:58.765 --> 01:41:02.865
and because we are assuming that the reports will reflect

1800
01:41:03.375 --> 01:41:07.545
that assumption that any inventory

1801
01:41:07.545 --> 01:41:09.945
that is purchased first will be sold first.

1802
01:41:09.965 --> 01:41:13.425
So basically the old inventory that has been on hand

1803
01:41:13.425 --> 01:41:17.425
for longer is being assumed to have been sold first.

1804
01:41:19.855 --> 01:41:21.995
So when there's a question that involves first

1805
01:41:22.015 --> 01:41:23.835
and first out, the cost, price

1806
01:41:24.055 --> 01:41:26.555
of the inventory will not be included in the question,

1807
01:41:27.095 --> 01:41:31.715
and it's up to you to correctly select, select the correct

1808
01:41:32.225 --> 01:41:35.395
cost price under the rules of first and first out.

1809
01:41:35.495 --> 01:41:38.315
So you can see in the example, the cost price

1810
01:41:38.335 --> 01:41:40.595
of the sale is not given, given to us at all.

1811
01:41:40.615 --> 01:41:41.995
So it says on Feb fourth,

1812
01:41:42.015 --> 01:41:44.435
the business sold five extra large shares

1813
01:41:44.575 --> 01:41:45.835
and it says the selling price.

1814
01:41:45.935 --> 01:41:49.835
And then you would have to look at the inventory card

1815
01:41:49.835 --> 01:41:51.315
and what has already been recorded.

1816
01:41:51.695 --> 01:41:55.315
And according to that, you would have to use the first in,

1817
01:41:55.315 --> 01:41:59.315
first out assumption to assume what the cost price

1818
01:41:59.455 --> 01:42:00.795
of this transaction is.

1819
01:42:01.455 --> 01:42:02.555
So hopefully that makes sense.

1820
01:42:06.405 --> 01:42:10.415
Okay, five R can definitely be a bit confusing at times,

1821
01:42:10.995 --> 01:42:13.615
but if you remember these rules, you should be fine.

1822
01:42:14.775 --> 01:42:17.995
So when there's a sale of inventory,

1823
01:42:18.215 --> 01:42:21.915
we use the oldest cost price in the balance column,

1824
01:42:22.725 --> 01:42:24.715
which is the oldest cost price on hand.

1825
01:42:26.025 --> 01:42:28.715
When there is an inventory gain,

1826
01:42:29.215 --> 01:42:32.635
we use the latest cost price in the in column.

1827
01:42:32.895 --> 01:42:36.435
So whatever the last cost price in the in column is

1828
01:42:37.145 --> 01:42:38.955
when there is an inventory loss,

1829
01:42:39.215 --> 01:42:42.315
we use the oldest cost price in the balance column,

1830
01:42:42.315 --> 01:42:44.355
which is the oldest cost price on hand.

1831
01:42:44.975 --> 01:42:46.915
And when there's a sales return,

1832
01:42:46.935 --> 01:42:49.835
we use the latest cost price in the out column.

1833
01:42:50.735 --> 01:42:52.235
So that can be a bit confusing,

1834
01:42:52.255 --> 01:42:55.435
but if you just literally just memorize those four rules,

1835
01:42:56.015 --> 01:42:57.635
um, I promise you first

1836
01:42:57.655 --> 01:43:01.515
and first out will be a lot easier to wrap your head around

1837
01:43:01.735 --> 01:43:05.435
and you'll be getting a lot more marks, um,

1838
01:43:06.015 --> 01:43:08.515
on questions that involve first in first out.

1839
01:43:10.975 --> 01:43:13.305
Okay, this is our last quiz question,

1840
01:43:13.305 --> 01:43:14.345
so I'll give you a few minutes

1841
01:43:14.545 --> 01:43:15.905
'cause it's a bit of a big one.

1842
01:43:16.485 --> 01:43:19.625
Um, so the business has shirts on hand

1843
01:43:19.805 --> 01:43:21.025
at different cost prices.

1844
01:43:21.525 --> 01:43:25.065
20 of the shirts have a cost price of $10 per share,

1845
01:43:25.485 --> 01:43:29.385
and 25 of the shares have a cost price of $15 per share.

1846
01:43:29.845 --> 01:43:32.745
The business then sells 15 of the shares

1847
01:43:33.315 --> 01:43:36.185
using the first in first out assumption.

1848
01:43:36.975 --> 01:43:40.625
What is the cost price of the 15 shares sold?

1849
01:43:41.205 --> 01:43:45.145
So I'm going to give you four minutes time

1850
01:43:45.175 --> 01:43:46.385
just to answer this question.

1851
01:43:47.125 --> 01:43:50.105
Um, really take the time, you know, go

1852
01:43:50.105 --> 01:43:51.165
through the imagery card.

1853
01:43:51.625 --> 01:43:54.005
If you, you know, have your answer already

1854
01:43:54.065 --> 01:43:57.525
or you finish early, you can actually practice putting in,

1855
01:43:57.985 --> 01:44:02.245
um, this transaction, the sixth of Feb, the sale

1856
01:44:02.925 --> 01:44:04.485
practice, putting that into the imagery card.

1857
01:44:05.785 --> 01:44:07.125
But yeah, I'll give you four minutes.

1858
01:47:54.705 --> 01:47:58.995
Okay? So the answer is $10 per s**t.

1859
01:47:59.135 --> 01:48:02.275
And this is because we assume that the inventory

1860
01:48:02.275 --> 01:48:04.795
that was purchased first is sold first.

1861
01:48:05.375 --> 01:48:08.515
So we have to choose the oldest cost price on hand

1862
01:48:08.735 --> 01:48:10.475
as the cost price for this sale.

1863
01:48:10.775 --> 01:48:13.635
And in this case, the oldest cost price on hand is

1864
01:48:13.655 --> 01:48:14.875
$10 per share.

1865
01:48:16.335 --> 01:48:19.315
You also need to know, um, just in general

1866
01:48:19.575 --> 01:48:20.955
for your theory responses,

1867
01:48:21.415 --> 01:48:23.435
the relevant financial indicators.

1868
01:48:23.735 --> 01:48:26.195
And you need to know the term definition

1869
01:48:26.295 --> 01:48:28.955
and you also need to memorize their formulas.

1870
01:48:29.255 --> 01:48:31.235
So firstly, there's inventory turnover.

1871
01:48:32.705 --> 01:48:36.315
This tells us the average number of days it takes a business

1872
01:48:36.315 --> 01:48:38.435
to convert its inventory into sales.

1873
01:48:39.175 --> 01:48:43.235
Um, so when inventory turnover is slow, it means

1874
01:48:43.235 --> 01:48:45.035
that the business is taking too long

1875
01:48:45.095 --> 01:48:46.955
to convert its inventory into sales.

1876
01:48:47.545 --> 01:48:50.595
This might mean that sales is too little,

1877
01:48:50.735 --> 01:48:52.035
but it also might mean

1878
01:48:52.035 --> 01:48:54.355
that the business has too much inventory on hand.

1879
01:48:54.575 --> 01:48:56.875
So they're ordering more inventory than they're able

1880
01:48:56.875 --> 01:48:59.595
to sell, which is resulting in kind

1881
01:48:59.595 --> 01:49:01.675
of inventory piling up in their store.

1882
01:49:02.255 --> 01:49:05.555
Um, so that just might mean that the business needs to, um,

1883
01:49:06.275 --> 01:49:07.755
purchase less inventory at a time.

1884
01:49:08.605 --> 01:49:11.345
And on the other hand, when there's a fast inventory

1885
01:49:11.665 --> 01:49:13.905
turnover, this means that the business is converting

1886
01:49:13.905 --> 01:49:15.585
inventory into sales too quickly.

1887
01:49:16.245 --> 01:49:17.945
And this may mean that the business is

1888
01:49:17.945 --> 01:49:19.305
losing potential revenue.

1889
01:49:19.965 --> 01:49:21.265
Um, and it might also mean

1890
01:49:21.265 --> 01:49:23.625
that the business has too little inventory on hand,

1891
01:49:23.685 --> 01:49:25.705
so they're selling out of products way too quickly.

1892
01:49:26.405 --> 01:49:30.985
Um, and so, um, a way to improve that is

1893
01:49:31.085 --> 01:49:32.265
to buy more

1894
01:49:32.485 --> 01:49:34.985
or look into bulk buying their

1895
01:49:34.985 --> 01:49:37.105
inventory, changing their selling price.

1896
01:49:37.385 --> 01:49:38.665
'cause that also might mean that their selling

1897
01:49:38.665 --> 01:49:39.905
price is way too low.

1898
01:49:40.125 --> 01:49:42.505
Um, so it's way too good of a deal for customers,

1899
01:49:42.835 --> 01:49:46.605
which is why, um, their inventory lines are selling out.

1900
01:49:47.365 --> 01:49:49.575
They might want to rearrange inventory.

1901
01:49:49.675 --> 01:49:54.015
So, um, one kind of technique that a lot of businesses use,

1902
01:49:54.355 --> 01:49:56.615
um, kind of like, um,

1903
01:49:56.995 --> 01:50:00.895
to trick their customers is they have certain, um, items

1904
01:50:00.995 --> 01:50:03.055
of inventory that are really, really popular.

1905
01:50:03.355 --> 01:50:07.615
So, um, you know, for example, if it's a clothing store,

1906
01:50:07.705 --> 01:50:10.535
let's say that they have a particular jacket

1907
01:50:10.725 --> 01:50:12.495
that a lot of people buy.

1908
01:50:12.715 --> 01:50:15.815
Um, and it's kind of like a trendy jacket at the moment.

1909
01:50:15.905 --> 01:50:18.615
Let's say that the jacket went viral on TikTok.

1910
01:50:18.635 --> 01:50:21.815
And so a lot of people are coming into the specific store

1911
01:50:21.965 --> 01:50:23.975
just looking for that particular jacket

1912
01:50:24.045 --> 01:50:26.655
because um, that's their most popular item.

1913
01:50:27.155 --> 01:50:30.175
So what the business can do is put the jacket kind

1914
01:50:30.175 --> 01:50:33.855
of at the back of the store, which means that any customers

1915
01:50:33.855 --> 01:50:35.495
that come into the store wanting to buy

1916
01:50:35.495 --> 01:50:38.535
that jacket will have to walk through the entire store

1917
01:50:38.635 --> 01:50:42.295
and walk through, walk past all of the other, other, um,

1918
01:50:42.335 --> 01:50:44.855
products in order to get to that jacket.

1919
01:50:45.555 --> 01:50:48.615
Um, so they're more likely to stop along the way

1920
01:50:48.835 --> 01:50:52.775
and kind of pick up other items as well, um, instead

1921
01:50:52.775 --> 01:50:53.815
of just buying that jacket.

1922
01:50:54.095 --> 01:50:56.495
'cause that's kind of what, um, they wanna avoid.

1923
01:50:56.495 --> 01:51:00.015
They don't want to just be selling one item.

1924
01:51:00.085 --> 01:51:03.595
They wanna be selling a variety of items. So, yeah.

1925
01:51:04.255 --> 01:51:06.755
Um, and then they also could offer discounts.

1926
01:51:10.265 --> 01:51:14.075
Okay, the next indicator is the account receivable turnover.

1927
01:51:14.415 --> 01:51:16.275
Um, which tells us the average number

1928
01:51:16.275 --> 01:51:17.515
of days it takes the business

1929
01:51:17.515 --> 01:51:20.315
to collect cash from account receivable.

1930
01:51:20.815 --> 01:51:24.955
So if a account receivable turnover is slow, this means

1931
01:51:24.955 --> 01:51:26.875
that the business is waiting too long

1932
01:51:27.255 --> 01:51:29.675
to receive cash from a account receivable.

1933
01:51:30.215 --> 01:51:33.035
And this might mean that the business will face difficulty

1934
01:51:33.065 --> 01:51:35.315
meeting their short-term debts as they for due

1935
01:51:35.415 --> 01:51:38.115
or, um, they'll face liquidity problems.

1936
01:51:38.735 --> 01:51:41.835
Um, they have a higher chance of bad debts,

1937
01:51:42.125 --> 01:51:46.435
which basically means that they have a higher chance

1938
01:51:46.615 --> 01:51:48.915
of not collecting, um,

1939
01:51:49.215 --> 01:51:51.955
any cash from their accounts receivable, um,

1940
01:51:52.455 --> 01:51:54.195
or having multiple cash receivable

1941
01:51:54.215 --> 01:51:55.435
not being able to pay at all.

1942
01:51:56.255 --> 01:51:57.795
Um, and it also means

1943
01:51:57.795 --> 01:52:00.955
that the business might not have enough cash for other

1944
01:52:01.545 --> 01:52:05.155
important, um, needs, for example, purchasing inventory

1945
01:52:05.255 --> 01:52:06.515
or repaying suppliers

1946
01:52:06.575 --> 01:52:09.115
or paying off their debts, their loans,

1947
01:52:09.565 --> 01:52:10.995
their interest, et cetera.

1948
01:52:12.165 --> 01:52:13.745
So it's really, really important

1949
01:52:13.745 --> 01:52:16.065
that a business doesn't have a slow account receivable

1950
01:52:16.385 --> 01:52:20.385
turnover because, um, that's a really big part

1951
01:52:20.525 --> 01:52:23.225
of the business's ability to generate cash.

1952
01:52:23.405 --> 01:52:25.265
And cash is really important to a business.

1953
01:52:25.265 --> 01:52:27.145
That's how they make purchases.

1954
01:52:27.215 --> 01:52:29.745
It's how the business pays off its debts.

1955
01:52:30.365 --> 01:52:33.185
So, um, when there is a slow a cash receivable turnover,

1956
01:52:33.215 --> 01:52:36.225
it's important that the owner addresses the turnover.

1957
01:52:36.485 --> 01:52:39.065
Um, and they can do this by offering discounts

1958
01:52:39.065 --> 01:52:40.505
to their account receivable to

1959
01:52:41.055 --> 01:52:43.345
incentivize the customers to pay quicker.

1960
01:52:44.175 --> 01:52:46.845
They could send invoices promptly,

1961
01:52:46.985 --> 01:52:49.325
so send invoices immediately

1962
01:52:49.425 --> 01:52:53.525
and send, um, reminder notices regularly so

1963
01:52:53.525 --> 01:52:56.285
that the customer can't forget about, um,

1964
01:52:56.465 --> 01:52:57.485
the amount that they owe.

1965
01:52:58.025 --> 01:53:00.685
And they could also hire a debt collection agency.

1966
01:53:01.745 --> 01:53:03.405
And it's a key point to note that.

1967
01:53:03.865 --> 01:53:07.685
Um, the same goes for the, um,

1968
01:53:09.045 --> 01:53:12.925
accounts, the, um, inventory turnover

1969
01:53:13.065 --> 01:53:14.165
and the next turnover.

1970
01:53:14.385 --> 01:53:16.325
Um, but these, um,

1971
01:53:16.475 --> 01:53:19.925
financial indicators are an average measure indicator.

1972
01:53:20.465 --> 01:53:22.605
So it indicates the average.

1973
01:53:22.945 --> 01:53:26.885
So with inventory turnover, it's the average number

1974
01:53:26.885 --> 01:53:28.365
of days it takes the business

1975
01:53:28.365 --> 01:53:30.405
to sell inventory With account receivable,

1976
01:53:30.715 --> 01:53:34.205
it's the average amount of time it takes customers to pay.

1977
01:53:34.545 --> 01:53:36.725
And with the next one, accounts payable, it's the average,

1978
01:53:37.465 --> 01:53:40.005
um, amount of time it takes the business

1979
01:53:40.005 --> 01:53:41.125
to pay accounts payable.

1980
01:53:41.735 --> 01:53:44.235
So this might indicate

1981
01:53:44.235 --> 01:53:47.355
that most accounts receivable on average aren't

1982
01:53:47.515 --> 01:53:48.635
repaying the business on time.

1983
01:53:49.455 --> 01:53:51.795
So it, it might even just be one

1984
01:53:51.815 --> 01:53:54.475
or two really, really slow accounts receivable,

1985
01:53:54.475 --> 01:53:56.195
but most of your accounts receivable are fine.

1986
01:53:56.575 --> 01:53:58.435
So that's when it's important to kind

1987
01:53:58.435 --> 01:54:00.515
of look deeper into the issue

1988
01:54:00.615 --> 01:54:03.555
and trying to target what the actual issue is.

1989
01:54:04.775 --> 01:54:07.355
And then the last financial indicator for now,

1990
01:54:07.355 --> 01:54:10.235
obviously later in the course, there's a few other account,

1991
01:54:10.455 --> 01:54:12.435
um, financial indicators that you need to know,

1992
01:54:12.695 --> 01:54:13.875
but for now it's just these three.

1993
01:54:14.175 --> 01:54:16.955
The third one is the accounts payable turnover,

1994
01:54:16.955 --> 01:54:18.795
which tells us the average number

1995
01:54:18.795 --> 01:54:20.155
of days it takes the business

1996
01:54:20.175 --> 01:54:22.595
to collect cash from accounts receivable.

1997
01:54:23.215 --> 01:54:26.555
Um, and when there's a slow accounts payable turnover,

1998
01:54:26.655 --> 01:54:28.715
it means that the business is taking too long

1999
01:54:29.055 --> 01:54:31.835
to pay their accounts payable or their suppliers.

2000
01:54:32.175 --> 01:54:34.835
And this may mean that the business loses its credit

2001
01:54:34.885 --> 01:54:38.795
facilities and has a lower credit rating they could incur

2002
01:54:38.815 --> 01:54:42.155
to feral costs or miss out on discounts from suppliers,

2003
01:54:42.655 --> 01:54:44.075
and they could even, um,

2004
01:54:44.695 --> 01:54:46.475
result in the business going bankrupt

2005
01:54:46.615 --> 01:54:49.195
or having legal action taken out against the business.

2006
01:54:49.195 --> 01:54:51.035
So it does have quite a,

2007
01:54:51.575 --> 01:54:54.315
it can have quite serious consequences on the business.

2008
01:54:55.095 --> 01:54:56.275
Um, it's important to note

2009
01:54:56.275 --> 01:54:59.555
that accounts payable turnover is largely reliant on

2010
01:54:59.555 --> 01:55:01.875
inventory turnover and account receivable turnover.

2011
01:55:01.895 --> 01:55:05.195
So obviously, um, the more you are selling inventory,

2012
01:55:05.615 --> 01:55:08.075
the more you're gonna have accounts receivable.

2013
01:55:08.495 --> 01:55:10.835
Um, and if accounts receivable are taking a long time

2014
01:55:10.835 --> 01:55:14.875
to pay, you're not gonna have cash, um, on hand

2015
01:55:14.935 --> 01:55:17.195
as a business, which might mean that you are unable

2016
01:55:17.195 --> 01:55:18.555
to pay your accounts payable.

2017
01:55:18.855 --> 01:55:20.155
So it's really important

2018
01:55:20.185 --> 01:55:22.435
that both your accounts receivable turnover

2019
01:55:22.735 --> 01:55:24.915
and your accounts payable turnover isn't slow.

2020
01:55:25.215 --> 01:55:27.795
And a lot of the time when your accounts receivable turnover

2021
01:55:27.855 --> 01:55:30.995
is slow, it results in your accounts payable

2022
01:55:31.355 --> 01:55:32.475
turnover also being slow.

2023
01:55:33.015 --> 01:55:37.195
So the ideal situation is to have a high infantry turnover,

2024
01:55:37.915 --> 01:55:40.035
a high account receivable turnover,

2025
01:55:40.495 --> 01:55:43.605
and a low accounts payable turnover, but not too low.

2026
01:55:43.905 --> 01:55:47.245
So what that means is you don't want, say if, um,

2027
01:55:47.785 --> 01:55:50.485
for your suppliers, your suppliers are offering you

2028
01:55:51.325 --> 01:55:55.765
a 30 day credit tams for everything that you purchase.

2029
01:55:55.945 --> 01:55:59.205
Um, obviously you don't want your accounts payable turnover

2030
01:55:59.225 --> 01:56:01.725
to be 50 days, because that means that you're going,

2031
01:56:01.745 --> 01:56:04.005
you know, 20 days over the credit terms,

2032
01:56:04.005 --> 01:56:05.365
which is just unacceptable.

2033
01:56:05.625 --> 01:56:07.885
You know, your supplier isn't gonna tolerate that.

2034
01:56:07.885 --> 01:56:10.125
They're gonna get, um, upset with you.

2035
01:56:10.195 --> 01:56:12.645
They could pursue like legal action,

2036
01:56:12.945 --> 01:56:14.485
it could affect your credit facilities

2037
01:56:14.485 --> 01:56:16.285
and your credit rating, et cetera, et cetera.

2038
01:56:16.585 --> 01:56:19.965
But instead, what you want your accounts payable turnover

2039
01:56:20.065 --> 01:56:22.965
to be is like 29 or 28.

2040
01:56:23.345 --> 01:56:26.285
So kind of slow, obviously,

2041
01:56:26.285 --> 01:56:29.125
because within 30 days, you know, that's pretty slow.

2042
01:56:29.235 --> 01:56:32.365
It's on the, um, the higher end,

2043
01:56:33.025 --> 01:56:36.685
but it's not, um, exceeding credit temps.

2044
01:56:36.705 --> 01:56:40.485
So basically you wanna push off paying your accounts payable

2045
01:56:40.535 --> 01:56:43.445
until the last possible moment, um,

2046
01:56:43.535 --> 01:56:45.725
while still staying within credit temps.

2047
01:56:45.725 --> 01:56:47.325
Hopefully that makes sense. Um,

2048
01:56:47.825 --> 01:56:49.645
so you want your accounts payable,

2049
01:56:49.665 --> 01:56:52.685
you wanna be paying your accounts payable slowish,

2050
01:56:52.985 --> 01:56:54.405
but not too slow where it's

2051
01:56:55.065 --> 01:56:57.525
way more than the credit tens offered.

2052
01:56:58.265 --> 01:57:01.885
So as slow as possible without breaching the tams

2053
01:57:01.885 --> 01:57:03.685
that you've come to with your supplier,

2054
01:57:06.035 --> 01:57:09.045
your theory responses should also take into account

2055
01:57:09.075 --> 01:57:10.805
non-financial information as well.

2056
01:57:10.995 --> 01:57:14.045
This includes customer satisfaction, inventory quality,

2057
01:57:14.185 --> 01:57:15.325
and employee morale.

2058
01:57:15.955 --> 01:57:20.005
Obviously, like a business isn't gonna be successful if all

2059
01:57:20.005 --> 01:57:21.085
of the employees that are working

2060
01:57:21.105 --> 01:57:22.765
for the business are really, really unhappy

2061
01:57:22.765 --> 01:57:23.965
with the working conditions

2062
01:57:24.105 --> 01:57:26.485
or, um, you know, it isn't a safe,

2063
01:57:26.555 --> 01:57:28.405
they don't feel safe in the working environment.

2064
01:57:28.425 --> 01:57:29.565
So that, but obviously like

2065
01:57:29.675 --> 01:57:32.445
that isn't gonna be reflected in the financial reports.

2066
01:57:32.555 --> 01:57:37.365
That is, you know, non-financial information, um, examiners

2067
01:57:37.625 --> 01:57:39.485
and you know, the people that are marking your

2068
01:57:39.645 --> 01:57:40.725
sacs and your exams.

2069
01:57:41.115 --> 01:57:44.725
They love when students include non-financial information in

2070
01:57:44.725 --> 01:57:47.885
their responses because this kind of shows to them

2071
01:57:47.955 --> 01:57:50.365
that this student, like they don't just understand the

2072
01:57:50.365 --> 01:57:54.445
content of accounting, of VC accounting, they can also kind

2073
01:57:54.445 --> 01:57:56.925
of take that knowledge and apply it to the real world.

2074
01:57:57.725 --> 01:58:01.415
Um, um, often this can even be like a really,

2075
01:58:01.415 --> 01:58:02.735
really small detail

2076
01:58:02.755 --> 01:58:05.015
that's included in the background information

2077
01:58:05.015 --> 01:58:07.215
of the question that most students will just pass over.

2078
01:58:07.755 --> 01:58:09.255
So that's why it's really important

2079
01:58:09.255 --> 01:58:11.975
that you read your theory questions carefully.

2080
01:58:12.475 --> 01:58:14.695
Um, and we really identify details

2081
01:58:14.715 --> 01:58:16.095
of non-financial information

2082
01:58:16.095 --> 01:58:17.895
that may be useful within your response.

2083
01:58:20.015 --> 01:58:22.385
Ethical considerations are another big part

2084
01:58:22.385 --> 01:58:25.225
of counting theory that some people can struggle with,

2085
01:58:25.245 --> 01:58:28.225
but broadly it includes integrity, impartiality,

2086
01:58:28.335 --> 01:58:30.505
objectivity, and confidentiality.

2087
01:58:30.855 --> 01:58:32.985
Integrity is a really, really big one

2088
01:58:32.985 --> 01:58:34.305
with ethical considerations

2089
01:58:34.305 --> 01:58:35.545
because it's super important

2090
01:58:35.545 --> 01:58:38.225
that a business is honest in their financial reports.

2091
01:58:39.805 --> 01:58:43.525
And then under ethical considerations, we also have

2092
01:58:43.525 --> 01:58:45.165
to consider the financial, social

2093
01:58:45.305 --> 01:58:48.405
and environmental implications of business decisions.

2094
01:58:49.005 --> 01:58:50.805
A business has to make decisions

2095
01:58:50.805 --> 01:58:52.565
that don't harm the environment.

2096
01:58:52.905 --> 01:58:55.725
So, for example, ideally they should be recycling,

2097
01:58:55.725 --> 01:58:59.125
they should be using, um, eco-friendly packaging,

2098
01:58:59.125 --> 01:59:00.245
you know, don't use plastic.

2099
01:59:00.835 --> 01:59:03.765
They should be trying to reduce their waste as a business,

2100
01:59:04.145 --> 01:59:06.045
um, et cetera.

2101
01:59:06.705 --> 01:59:09.325
Um, and businesses should also have a positive

2102
01:59:09.325 --> 01:59:10.405
social impact.

2103
01:59:10.585 --> 01:59:13.885
So they shouldn't be purchasing from sweatshops

2104
01:59:13.945 --> 01:59:16.165
or they shouldn't be purchasing from, you know,

2105
01:59:16.725 --> 01:59:19.605
overseas suppliers that don't pay their workers properly

2106
01:59:19.825 --> 01:59:22.765
or, you know, um, don't have safe working conditions.

2107
01:59:23.345 --> 01:59:25.685
Um, and instead the business should be trying

2108
01:59:25.745 --> 01:59:27.925
to purchase from local suppliers from

2109
01:59:27.925 --> 01:59:29.245
within, you know, Australia.

2110
01:59:29.865 --> 01:59:32.325
Um, because when you purchase from local suppliers,

2111
01:59:32.345 --> 01:59:34.165
you are supporting the local economy

2112
01:59:34.305 --> 01:59:37.885
and you're having a positive, um, socioeconomic impact.

2113
01:59:39.095 --> 01:59:41.555
So here are some examples of ethical considerations

2114
01:59:41.555 --> 01:59:43.715
that you could be asked about throughout units three

2115
01:59:43.715 --> 01:59:46.635
and four, but really ethical considerations can be asked

2116
01:59:46.635 --> 01:59:48.315
about really any part of the course.

2117
01:59:48.815 --> 01:59:50.555
And a lot of these time, a lot of the time,

2118
01:59:50.555 --> 01:59:53.235
these questions will require you to think outside of the box

2119
01:59:53.385 --> 01:59:54.675
with your responses is,

2120
01:59:56.375 --> 01:59:58.155
and that brings us to the end

2121
01:59:58.155 --> 01:59:59.675
of the content for today's lecture.

2122
02:00:00.465 --> 02:00:02.355
That was definitely a lot of content,

2123
02:00:02.535 --> 02:00:03.915
so good job if you made it all

2124
02:00:03.915 --> 02:00:04.955
the way through in one sitting.

2125
02:00:05.695 --> 02:00:07.955
Um, and thank you so much for tuning in.
